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"Lodláv. a bank should keep right on developing 


new solutions for old problems. 


Some problems are as old as business itself. 

Year in, year out, you have to invest corporate assets, struc- 
ture corporate debt, manage corporate cash. 

Last year s solutions may not be best today. | 

Creating better ones is a constant pursuit at Bankers Trust. 

We have at our command a wide array of sophisticated 
financial techniques. Presence and proficiency in all the world’s 
markets. And the ability, through skilled and imaginative people, 
to focus all these resources on a problem. 

The result may often be a brand-new solution. A merchant 
banking solution. One which fits not only the problem at hand, 
but also your overall strategic objectives. 

Today, an increasing number of corporations are relying on 
merchant banking for what it provides best: innovation not for 


innovations sake, but for the client's sake. 
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LETTERS 


Zhao as travelling man 

Tai Ming Cheung's assertion in The whim 
factor [9 Feb.] that "Zhao [Ziyang] has had 
little foreign affairs exposure and there are 
few indications that he is fascinated with the 


subject" is untrue. Zhao has more experi- | 


ence with foreign affairs than almost any 
other senior Chinese leader, including his 
mentor Deng Xiaoping. 

He travelled abroad extensively as pre- 
mier, as Cheung notes, and has a personal 
relationship with many of the world’s heads 
of state. What is more, Zhao's exposure to 
foreigners and foreign affairs is no product of 
his post-1980 period as premier. 

Beginning in the mid-1950s through the 
Cultural Revolution, Zhao hosted virtually 
every foreign delegation and important per- 
sonage passing through Canton, where he 
was then a provincial official (these meetings 
are recounted in my biography of his provin- 


cial career) Moreover, once rehabilitated 
from Cultural Revolution oblivion and as- 


signed to Sichuan, Zhao was dispatched 
with some frequency as a member of senior 
delegations as well as heading provincial 
delegations abroad. — 

The main thrust of these trips was to 
study technology in Western Europe and re- 


forms in Eastern Europe, but Deng (who put 


him on these delegations) also intended this 
exposure as part of Zhao’s grooming process 


| forthe premiership. 


London (Dr) DAVID L. SHAMBAUGH 
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Farmers skim off profits 
Allow me to add a few comments to the arti- 
cle Milking a better living [REVIEW, 12 Jan.] 
on dairy farming in Thailand. Evaluation of 
dairy projects has shown that in tropical 
countries they often cannot be justified on 
technical and economic grounds, or even be- 
cause of social considerations in Thailand. 
For Thailand, it is indeed much cheap- 


er to import dairy products and the gov- 


ernment should stimulate farmers to pro- 
duce those products for which the coun- 
try has a (proven) comparative advantage. 
As the article correctly indicated, dairy farm- 
ing is not among these. The protectionist 
government policy (which forces the use of 
domestically produced milk upon the 
domestic dairy products industry) and dairy 
development efforts result in a few 
privileged farmers successfully milking tax- 
payers and consumers who have to pay for 
this dairy adventure. 

Thailand has an impressive record of 
agricultural growth rates, and remains a 
competitive exporter of agricultural com- 
modities. This has been achieved without 
protection or subsidies, with most of the cre- 
dit for this going to a dynamic private sector. 
Other governments could learn from Thai- 


land, and thelastthing the Thai Government 
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Situated at Kowloon's entertainment and 
commercial centre, Hotel Miramar is just — 
minutes away from the Airport. p 
All 542 rooms and suites are superbly | . 
appointed for luxury and comfort. Air- | - 
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567 Pine Street, Suite 202, San Francisco, 
CA 94108. SFO (415) 981-8337, National 
(800) 227-4320, California (800) 622-0847. 
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“IBM guided us with technical advice 


and support." 


— — D.Y. Yun President, Maxon Electronics Co., Ltd.. Seoul, Korea 








Maxon Blectroniés Spedialises 1 in helping 
people talk to each other. As a leading ey 
manufacturer in the w ridwide |— 
telecommunicatior istry, Maxon’s — 
products range from cordless telephones that 
reach across a room, to portable pagers that | 
reach across town, to powerful two-way — - 
radios that have been used t to ) reach the top of 
Mt. Everest. foe ce 















But with headquarters in Seoul, production — 
plants in Chungju and customer service 
centres throughout the country, Maxon faced 
communications problems of its own. 
Purchasing needed more. up-to-date | 
information on inventory levels. Production 
needed to get customer orders from sales 
managers faster. Maxon, 
specialist, called on IBM, | the i information 
specialist. bes KE Mc a 





Maxon began by conipitieristig: the 
20.000-item inventory at its production sites. 
IBM helped Maxon implement its system. 
adapting IBM manuf: acturing software to 
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stich TM growth. Maxon has its sights set 
on further expansion. The IBM system has 
improved Maxon's internal communications, 
and that's making it easier for us all to stay 
in touch. 
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THE STRENGTH OF SAPPHIRE AND STEEL BY DUNHILL. 
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Everything that carries the Dunhill name has to be the best of its kind. It has to have a 
lasting beauty and be both useful and dependable. To this end the skills of the finest craftsmen are 
used to work the most precious metals or supple leathers. Dunhill has become a hallmark not 

just of inherent British values but of quality the world over. 


v 





The Dunhill Watch. The sapphire glass is second only to diamond in hardness and 
the meticulous enamelling ensures the clarity of the classic face. It has a Swiss movement for supreme 
accuracy and the case of satin steel ensures that the watch is not only elegant but extremely durable. 
In short, this watch will continue to give a precise measure of the passage of time. 


des ‘should d dos is jio adopt the politically mote s 
vated, protectionist agricultural policies of 


Eon 


the EC countries and Japan. 
Manila 
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‘A FARMER’ 


Still a political forte 

Your correspondent Ahmed Rashid [9 Feb.] 
has given an interesting analytical report of 
the Pakistan by-elections. However, his re- 
port is partly incorrect and misleading. It is 
wrong to say that “the Jamaat-e-[slami was 
wiped out in the November general elec- 
tion." 

Although the Jamaat is not big and 
powerful, it is not possible for any force to 
wipe it from the scene. In the general election 
the Jamaat was given 25 seats for the national 
assembly by the Islamic Democratic Alliance 
of which Jamaat is a component. Jamaat won 
seven seats while it lost seven other seats by a 
very narrow margin. Of the other 11 candi- 
dates, seven were also runners-up in their re- 
spective constituencies. At present the 
Jamaat has eight members in the national as- 
sembly, including one woman. 

In the Punjab provincial assembly the 
Jamaat is represented by six seats, while it 
has seven seats in the Frontier Assembly. 

HAFIZ M. IDREES 
Assistant Secretary-General, 
Jamaat-e-Islanmi 


Rape of Burma's resources 
The article The disappearing forests 
[REVIEW, 12 Jan.] was followed by the news a 
week later that Thailand had banned logging 
nationwide to preserve depleted stocks. In 
turn, Gen. Chaovalit Yongchaiyut had an 
obviously cordial meeting with Gen. Saw 
Maung of Burma. The Thais have toughened 
their attitude on Burmese students seeking 
sanctuary from murder squads. Meanwhile, 
the Burmese military has adopted an easy- 
going attitude on logging rights. 

The plunder of Burma’s once bountiful 
natural resources has been continuing for al- 
most 27 years, and now the military junta, in 
its eagerness to sell everything saleable, is re- 
sorting to the ecological destruction of the 
forests which used to cover more than half of 
the country. The Thais will be the first to 
benefit from Burma’s misfortunes. 
Canberra 


China’s technology gap 
The article China’s science reform [RESEARCH 
AND INNOVATION, 9 Feb.] deserves some fur- 
ther comment. Chinese statistics give the 
number of scientific, engineering and techni- 
cal personnel as9 million, not 18 million as re- 
ported. If those in health and education are 
excluded, the majority of these work in the 
production sector. 

. China possesses many more engineers 
and technicians in most sectors than many of 


its neighbours. It is misleading, therefore, to- 


| say fhat manufacturing industry in China 


suffers from a lack of qualified technical per- 
sonnel. One problem is the inappropriate 
utilisation of this human capital, anotherisits 
irrational distribution. The major problem 
though is the lack of demand for new 
technology from the production sector. De- 
spite the many reforms introduced in the in- 
dustrial sector in the past 10 years, there are 
still very few incentives for enterprises to 


adopt a strategy that gives rapid technologi- 


cal change a key role. 

As long as Chinese enterprises are not 
driven by the need to adopt new technology 
continuously, any overall development stra- 
tegy that emphasises technological change 
as one of its key elements is bound to fail. 
Sevres, France R. CONROY 
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Forest scheme takes root 
Having been involved with tropical forests 
for the past 35 years, the articles on the sub- 
ject in the REVIEW of 12 January were most 
welcome. They brought out the threat to 
tropical forests, possible solutions, and the 
urgency of implementing conservation mea- 
sures, 

However, they did not mention industri- 
al tree plantations as a way to bring back de- 
nuded forest lands to productive use and re- 
store environmental balance. Industrial tree 
plantations have met with success in the 
Philippines and are being established else- 
where. 

Furthermore, no mention was made of 
the work undertaken by Paper Industnes 
Corp. of the Philippines in the development 
of its sustained-expanding yield forest man- 
agement system, the regeneration ofits trop- 
ical rain forests, and the establishment of in- 
dustrial tree plantations. This company now 
has 84,351 ha of regenerating natural tropical 
rain forests and 37,367 ha of industrial tree 
plantations planted, the largest tropical 
forests under regeneration by private man- 
agement in Southeast Asia. 
Manila 
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Time to acquit Hirohito 


Governments have had more than 40 years — 


to produce evidence that the late emperor 
Hirohito played any significant policymak- 
ing role in the events leading up to the war or 
during it, except in respect of the surrender. 

Had he not acted as he did following the 
failure of the then government to arrive at a 
decision on the future course of the war, the 
military would certainly have pushed the Ja- 
panese people into further adventures cost- 
ing millions of lives. 

In any event, it does not appear that the 
accommodating position taken up by the 
Roman Catholic Church towards the Italian 
and German fascists was significantly 
different from that taken up by the late 
emperor. 

Most. German, Italian. and Japanese 

























people at the time supported the p 

being pursued by their dete N 
nal and/or spiritual leaders felt obliged to. 
commodate such sentiments. We can 01 
hope that the Japanese people will not repe 
history by advocating aggressive policies. 
Hongkong BERNARD WIJEDO 
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Mahathir and the monarchs | 
The cover story under the heading A jud 
as king [26 Jan.] requires some comme 
Tunku Abdul Rahman and Tun Huss : 
Onn lectured the monarchs not because th 
former were of royal or aristocratic lineage 
but simply because there was a need for such 
lectures. In the same way, Datuk Seri Maha: 
thir Mohamad has not had and will not have 
any problems in communicating with th 
monarchs just because “he is a teacher's son 
from Kedah.” Your story indicated thi 
clearly when it stated that Mahathir had been 
able to handle two kings quite well so far 
his term of office and that he was also. 
good terms with the other rulers. Do- 
forget also that the likely next king, the sultar 
of Perak, Azlan Muhibuddin Shah, was lor 
president during the 1983 constitution: 
crisis — and Mahathir did not haveany prob- 
lems communicating with him then. E o 

As Mahathir repeatedly points out, he de- 
rives his power from the voting publicandhe _ 
derives his immense drive from his total 
commitment to helping his people. There- : 
fore, he would not want to threaten ordelay. 
his ambitions by courting unnecessary trou- 
ble from any quarter, but then again neither _ 
would he shy away from any necessary con d 
flict. 

During the dismissal in 1988 of the ther E 
lord president, Tun Salleh Abas, some ofthe 
rulers may have wanted to censure the king. * 
for refusing to accept an apology from Salleh, 
but this move never came to pass because 
Salleh never apologised. E 
Kuala Lumpur SYED AKBAR ALL 






I refer to the report on Malay royalty [COVER 
STORY, 26 Jan.] and the interpretation that 
“when one addresses a sultan, one address- 
es his foot." As a student of Sanskrit, 
would like to point out that the customar 
salutation “Seri Paduka” derives from th 
Sanskrit words sri and paduka, the latte 
meaning "sandals," albeit the stem form 
“pada” stands for foot. 
A plausible explanation for the use o 
“paduka” in Malay regal address may be thi 
it refers to royal authority and alludes to th 
episode in the Hindu epic the Ramayar 
where Baharata, a younger brother of Ram. 
rules the kingdom of Ayodhya on behalf « 
the prince in exile, installing Rama's sanda 
(paduka) on the throne as symbols of Rama 
authority. 
Thus, it is not the foot that one addresses 
but "the majestic authority," and the refe 
ence to sandals is but notional. 
Perth 
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South Korean 
President Roh 
completes his first 
year in office still 
juggling the 
tarnished legacy of 
his predecessor 
Chun. But following 
aninterview with 
Roh, editor-in-chief 
Derek Davies and 
Seoul bureau chief John McBeth report that 
Roh has brought a new style to the 
presidency and that South Koreans seem to 
share his view that compromise should 
replace the confrontation of national politics 
of recent years. Roh also outlines his views 
on the prospects for greater local 
autonomy, reunification with North Korea, 
and his initiatives towards other 
communist states. Correspondent Mark 
Clifford analyses the new government's 
record in redressing human-rights 
problems, while McBeth also examines the 
impact of the joint US-South Korean 
military exercises on the reunification 
dialogue. 20 

Cover photograph by Charlie Cole. 


| Regional Affairs 


Cambodia: Negotiations 

Peace talks in Jakarta are stalled as Khmer 
factions fail to compromise among 
themselves and Vietnam hardens its 
position on troop withdrawal 10 
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In the Pipeline 


US President George Bush’s trip to Tokyo, 
to attend Emperor Hirohito’s funeral, may 
provide an opportunity for Alaskan senator 
Frank Murkowski to attract some serious 
Japanese attention to his pet project. 
Murkowski — a Republican, who is 
accompanying Bush — is an enthusiastic 
supporter of a private industry project to 
build a pipeline to the southern tip of 
Alaska to carry liquefied natural gas for 
export to Japan, South Korea and Taiwan. 
Japan’s Ministry of International Trade and 
Industry so far has not shown any interest 
in the project, but a favourable word from 
Bush for a project that could reduce the 
US-Japan trade deficit by US$3 billion, and 
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Thach and Siddhi confer at JIM (10). 


Interview : Salman Rushdie 

In an exclusive interview, novelist 
Rushdie defends Satanic Verses against 
charges that it is blasphemous about 
Islam 11 


New Zealand: Defence 

Plans by the Labour government of Prime 
Minister Lange to buy four naval frigates 
are under fire from peace groups which 
helped it to election victories in 1984 and 
1987 12 


Sri Lanka: Elections 

The ruling United National Party wins a 
25-seat majority in parliamentary 
elections 13 


Taiwan: Labour 

A hard-line Labour Party faction plans to 
set up a more militant Workers' Party in 
March 19 


also lessen Tokyo's dependence on Middle 
East oil, may help. 


Conservative Carping 

US President George Bush's choice of 
Richard Armitage to be assistant secretary 
of state for East Asian and Pacific Affairs 
could run into problems when his 
nomination goes before congress. 
Although Armitage is an old Asia hand, 
who served as assistant secretary of 
defence under the Reagan administration 
and who is popular with most key 
congressional leaders, he is expected to face 
sharp questioning from conservative 
senators such as Jesse Helms for being 
allegedly protective toward Japan. 
Conservatives have been particularly 
critical about his role cautioning against 
imposing tough punitive action on 
Japanese company Toshiba for its 

illegal sale of technology to the Soviet 
Union. 





* South Korea: Roh's first year 
The president stresses compromise over 
confrontation in national politics 20 
Dialogue with the North stalls over Team 
Spiritexercise 21 
Pyongyang's succesion question hinders 
Seoul's overtures 22 
Scepticism over Roh's overnight 
conversion to liberal democracy 24 


Vietnam: Crime 

The country's top security official tells the 
national assembly that serious crime is on 
therise 26 


India : Bhopal Disaster 

The award by the Supreme Court to settle 
the claims of the Bhopal gas disaster, which 
the government accepted with alacrity, has 
been condemned as inadequate by the 
victims 27 


Philippines : Opposition 

President Aquino offers armed foes of the 
Left and Right a chance to talk peace but 
warns she is ready to fight 28 


US: Lobbies 

As the Bush administration settles in, 
former high-level government officials 
scramble for lucrative posts representing 
the interests of foreign governments and 
corporations 29 


Afghanistan : Civil War 

President Najibullah declares emergency 
rule as hopes evaporate for a peaceful 
settlement with the rebel mujahideen 32 


Steeled Against Failure 


Thailand has backed away from a proposed 
plan for its steel industry on the 
recommendation of a study by consultant 
US Steel. The US-financed study said there 
was no economic basis for supporting 
investmentintoabillion dollar-plus hot and 
cold rolled steel complex, to be followed by 
a smelting plant. The study's conclusions 
have disappointed bids by five 
international consortiums to build the 
complex. US Steel was not among the five. 


New Year Trade 

Trade across the Sino-Vietnamese border, 
ground to a halt after China briefly invaded 
northern Vietnam a decade ago, picked up 
dramatically priorto the Lunar New Yearin 
early February. More fresh Chinese fruit 
and consumer goods are available in 
Hanoi's markets and the Vietnamese are 
sending fish as well as Japanese 
motorcycles, smuggled from Thailand and 
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Business Affairs 


j Japan: Markets | | 

Just three years after the Tokyo Stock 
Exchange opened its doors to foreign 
brokerages, gaijin firms find they are paying 
aheavy price for their peepee in Japan 80 


China: Commodities 

‘Cotton output looks set to decline furtheras 
farmers switch to growing grain 82 
Peking doubles imports of sugaras demand 
-risesand e psc da sd 83 


across Cambodia, to southern China. For 
the first time since the 1979 war, thousands 
of Vietnamese troops stationed along the 
Chinese border were given leave to visit 
their families during the Lunar New Year. 


Unrealistic one 


Although the US has 
refrained from 
making any public 
criticism of Thailand 
for its policy switch 
towards the 
Hanoi-backed 
Cambodian regime, 
officials do not hide 
their displeasure in 
private. They regard 
Thai Government hopes of significant 
economic gains from Indochina as naive. 
Officials privately warned that if Thailand 
abandoned the Cambodian resistance and 
its leader Prince Norodom Sihanouk for the 


Sihanouk. 
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sakeof doing business with Phnom Penh, it 
would have to pay a price. Thailand should 
consider whether the total value of any new 
Indochinese trade would even cover the 
the US trade access privileges it still gets 
under the Generalised Special Preferences, 
one administration official said. 


Communist Communication 
Cable and Wireless has reached an 
agreement with Hanoi to run a 
Hongkong-Singapore fibre optic 
communications cable through 

‘ietnamese waters. The cable will include a 
junction which would facilitate an eventual 
hookup with Ho Chi Minh City. 


The True Cost 

Mitsui Corp., winner of a bid to install à 
major earth station forthe Communications 
Authority of Thailand at its Sri Racha 
complex, will bill the government Baht 148 
million (US$5.84 million) despite winning 
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the total package tender for Baht 132 million 


by undercutting its competitors. Mitsui's 
current package price would put it fourth 
among the five bidders. 


Down Under and Out 


The possibility of a charter carrier catering 
to Australian tour groups going abroad is 
currently under consideration. Feasibility 
studies are being conducted for initial 
flights from Melbourne to London via 
Colombo and Dubai. Some of Australia’s 
state governments might participate in this 
venture along with private corhpanies. 
Australian World Airways, as the airline 
may be tentatively called, will be pitched 
specifically at attracting the bottom end of . | 
the Australian travel market. ! 
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Fax number change 

Effective 28 February 1989, the Far Eastern. 
Economic Review's fax number will be 
changed to 5-8345571. 
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Khmer political factions fail to resolve key issues 


Peace on hold 








By Hamish McDonald and Michael 
Vatikiotis in Jakarta 





fter several months of accelerating 
diplomatic moves towards a peace 
settlement in Cambodia, the 
unwillingness of the various Cam- 
bodian political factions to give ground has 
dashed hopes for immediate results. The 
second Indonesia-sponsored meeting of all 
parties made little progress on key questions. 

It became clear that Hanoi and the Viet- 
namese-backed Hun Sen government feel a 
relaxation of international pressure on them 
to negotiate with the tripartite resistance 
coalition led by Prince Norodom Sihanouk. 

With China apparently set on a summit 
meeting with Soviet President Mikhail Gor- 
bachov before a Vietnamese withdrawal is 
decided, and with Thailand breaking Asean 
ranks and opening contacts with Hun Sen, 
Hanoi feels more confident it can keep a con- 
trolling hand on the processes that will shape 
Cambodia’s future. With some prominent 
resistance figures recently defecting to the 
Phnom Penh camp, it is ready to gamble on 
Hun Sen surviving without direct military 
support. 

In discussions among officials and then 
ministers at the second Jakarta Informal 
Meeting (JIM) from 16-21 Febuary, Hun Sen 
and Vietnamese Foreign Minister Nguyen 
Co Thach made no concessions towards an 
interim quadrapartite regime or effective in- 
ternational supervision. 

Thach also hardened Hanoi's position on 
a timetable for troop withdrawal, saying 
Vietnamese forces could be withdrawn 
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-Prop up the prince 


. In a bid to dramatise US support for 
_ Prince Sihanouk, President George Bush 
. will meet the prince during his 25-26 Feb- 
ruary visit to Peking. Although Bush's 
visit is too btief even for detailed discus- 
. sions with Chinese leaders, Washington 
. has decided that in view of the hard line 
. taken by Hanoi in Cambodian negotia- 
. tions, itis time to signal its strong support 
.. for the prince. The US is increasingly in- 
. clined to wait until next year when Viet- 
. Namese troops will have withdrawn from 
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Thach and Hun Sen: no concessions on interim regime. 


under international supervision by Sep- 
tember this yearif the minimal condition was 
met of agreement on cessation of military 
supplies to all factions. Otherwise, he said, 
Vietnam would pull out by the end of 1990 
on its own terms. In recent months, some 
Vietnamese statements had put the first 
quarter of 1990 as the final unilateral dead- 
line. 

The resistance coalition, for its part, went 
into the meeting desperate to deny Hun Sen 
any legitimacy he may have gained by the 
Thai meeting. The deliberate absence of 
newly restored coalition president Sihanouk 
further signalled the coalition's determina- 
tion not to be stampeded, however anxious 
its long-standing backers — China and Thai- 
land — are to move on to more rewarding 
political and economic opportunities. 


Cambodia rather than see Sihanouk play 
a secondary role in a Phnom Penh-domi- 
nated regime by accepting Hanoi's terms 
for a political settlement. 

Washington believes that in a year's 
time the non-communist Cambodian re- 
sistance forces could be strengthened 
enough to dominate the country. Of 
late the US has stepped up its supplies 
to the non-communist factions and so 
has China at Washington's urging. 
Sihanouk’s son, Ranaridh, is due to visit 
Washington in mid-March to brief US 
leaders on the status of the Jakarta nego- 
tiations on Cambodia hosted by Asean. 

BaNayan Chanda 





Thailand in particular has angered its 
Asean partners by Prime Minister Chatichai 
Choonhavan’s recent initiatives (REVIEW, 23 
Feb. which former Indonesian foreign 
minister Mochtar Kusumaatmadja said 
might have “bolstered” Hun Sen's hopes of 
consolidating his power. Perhaps because of 
this, Thailand's delegation adopted a low 
profile in Jakarta. 


he strategy of Indonesian Foreign 

Minister Ali Alatas, who chaired 

the JIM, was to introduce a working 

paper at the initial officials talks 
that floated a clever compromise on the "in- 
ternal aspects" of an overall settlement. The 
paper suggested that both Hun Sen's gov- 
ernment and the resistance government con- 
tinue to function while elections were held 
for a constituent assembly. Alatas also pre- 
sented a range of options for an international 
control mechanism to supervise a with- 
drawal of Vietnam's estimated 60-70,000 
troops, a ceasefire and the elections. 

But this attempt was blown aside by ran- 
corous accusations among the Cambodians, 
and Indonesian officials stressed that it was 
difficult to hold the meetings together from 
the start. On the control mechanism, for 
example, Hun Sen would agree only to 
about 600 lightly armed observers, while 
the resistance insisted that a well-armed 
peacekeeping force was needed to prevent 
cheating and coersion by any of the factions. 

If the second JIM meeting was to show any 
advance on the first, held in July 1988, Alatas 
needed to pull out some kind of joint state- 
ment instead of a summing up by the chair- 
man. Given the atmosphere of bitterness, it 
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was some achievement that he was able to 
produce a chairman's "consensus state- 
ment" at the close. 

While the statement showed virtually no 
progress on specifics, it kept open negotia- 
tions on an overall settlement instead of veer- 
ing towards a "partial settlement" dealing 
only with foreign involvement. This possibil- 
ity, welcome to Vietnam and Hun Sen and 
perhaps Thailand, seemed to develop at the 
beginning of the talks as some Asean officials 
despaired of getting the Cambodian factions 
to compromise among themselves. 

Resistance to this trend came most 
explicitly from Singaporean Foreign Minister 
Wong Kan Seng, who called it "a mistaken 
notion and a dangerous one." Strongly ad- 
vocating a comprehensive solution, Wong 
said: "Withdrawal without durable internal 
arrangements will only lead to intensified re- 
sistance against a regime that was installed as 
a result of external intervention." 

In the end, the participants agreed to hold 
the JIM process in abeyance while encourag- 
ing the Cambodian factions to hold further 
talks among themselves. Such talks could be 
held under French auspices. But Thai offi- 
cials are understood to have privately offered 
Bangkok as a venue also — a development 
that could result in Thailand playing a more 
central role in future negotiations. Although 
the factions are to report progress to Alatas 
within four months, some diplomats believe 
the JIM process — begun with Mochtar's 
Hanoi visit in July 1987 — may now be 
exhausted. 

Thailand has already invited Sihanouk to 
visit Bangkok in April. Suggestions that King 
Bhumibol will be the host, rather than the 
prime minister, is seen as an attempt to mol- 
lify the prince over Hun Sen's visit. The invi- 
tation also underlines Thailand's new dip- 
lomatic boldness under Chatichai. 

All the Asean governments are finding 
their diplomacy overshadowed by Sino- 
Soviet rapprochement. In the run-up to the 
talks, Alatas was dogged by suggestions that 
the regional peace process was no longer 
centre stage. At the Jakarta meeting, 
Sihanouk's son Prince Ranarridh had to 
clarify remarks he had made suggesting that 
Alatas was in no position to influence China, 
nor Vietnam and the Soviet Union. 

Those directly involved in the conflict 
must be wondering how much longer their 
positions will be backed. Sihanouk's coali- 
tion is currently the more ill at ease. But Viet- 
nam's refusal to discuss internal aspects 
could well be shaken too if the Chinese insist 
on the Soviets taking a tougher line towards 
Hanoi and also demand that the Soviets start 
talking to Sihanouk. 

Meanwhile, Peking is resisting Vietnam- 
ese overtures to normalise relations with 
Hanoi. Talks will continue at vice-ministerial 
level, but Hanoi's hopes of a visit to Peking 
by Thach, seem unlikely to be met without 
more progress on Cambodia's internal settle- 
ment. a 


INTERVIEW/SALMAN 


Fact, faith and fiction 





irst it was banned in the Muslim coun- 
tries of Asia and the Middle East. Then 
it was nailed to stakes and burned by 
Muslim immigrants in Bradford, Britain. 
Now The Satanic Verses, the latest novel by 
Salman Rushdie, has provoked a decree by 
Iranian religious leader Ayatollah Khomeini 
calling for the author's death, which in turn, 
has caused an international uproar. Britain 
has closed down its embassy in Teheran and 
the other EC countries have withdrawn their 
ambassadors from Iran. 

Before Rushdie went into hiding, a cor- 
respondent spoke to him at his home in Lon- 
don. Excerpts from the interview: 





The entire Muslim world has reacted 
very strongly against your book. How do 
you feel about this? 

I have no reason to believe that I have 
done what I am accused of doing. It seems to 
me there are two ways of having a conversa- 
tion about the contentious sections of the 
book. One is to take the criticisms that people 
have made one by one. If you do that there 
are perfectly good answers to everything 
that has been said. 

The people who are condemning the 
book are condemning it without reading it. 
You can take each individual accusation and 
deal with it. The reason for the ferocity of the 
response in the orthodox Muslim world is for 
reasons beyond that. It has nothing to do 
with individual criticisms, but the very idea 
that a work of literature can treat such 
subjects as the nature of prophecy and the 
birth of a religion. That is a much bigger issue 
and that issue should be addressed. 

To say that a work of fiction is basically a 
work of fact in disguise [whose aim] is to dis- 
tort facts is wrong. The real purpose of fiction 
is not to distort facts but to explore human 
nature, to explore ideas on which the human 
race rests itself. The question is, are there 
limits to those purposes, whether there are 
things that one should not do. Clearly there 
are limits but those limits are very different 
for each individual writer. The issue here is 
the breaking of taboos. People believe that I 
have transgressed against a taboo. 

If you are a serious writer which I believe I 
am, you have a duty to discuss the central na- 
ture of the culture and civilisation in which 
one lives. It is extremely important to do so 
and I have done soinall my books. This is not 
the first time and this will not probably be the 
last. 


Many people feel that it is one thing to 
criticise the exploitation of religion as you 
did in [your previous novel] Shame, and 
another to touch the very bone of the issue 





which you have done in The Satanic Verses. 

If your firm belief is that what happened 
in Mecca in the seventh century was that a 
supernatural being, an archangel, an inter- 
mediary between an ordinary human being 
and an even more supernatural being — that 
is the Supreme Creator — appeared and dic- 
tated certain words which were taken down 
and those words were the direct communi- — 
cation of God, then it is quite clear that any- _ 
one who takes any dissenting view is not ~ 
going to be to your taste. 

My point of view is that of a secular - 
human being. I do not believe in super- . 
natural entities, whether Christian, Jewish, 
Muslim or Hindu. I have great interestin the — 
stories of religion, which seem to me tobe the ~ 
codes with which human beings have tried 
to understand their presence on the planet . 
and discuss their moral behaviour. Obvi- 


Rushdie: judged and misjudged. 


ously these are of colossal importance as | 
texts. But I don't subscribe to the literal truth 
of the Bible story or the Koran story or the 
Talmud story. 

My perspective [similar to the billions of 
people in this secular age] is that of some- 
one who takes a serious interest in religion 
without being a devout believer — which I 
have been in my life but I am not one now. 

It is entirely legitimate for a book to be - 
written from that point of view. It is very im- . 
portant that the Islamic world or any religi- 
ous community should permit itself the right 
to discuss its own nature and origins without 
any subjects being taboo. The orthodox Is- - 
lamic world is somewhat behind the at- 
titudes of the other great world religions. 


Is that also the case in India where the 
book has been banned? ! 
Yes, most people, including those in the - 


overnment, have not read it. [Prime Minis- 
xr] Rajiv Gandhi said quite openly that he 
ad not read it and that he did not intend to 
sad it. The Muslim groups who have 
ushed for the ban in India said openly that 
they did not need to read it; 95% of what has 
been written about the book in India has 
Seen by those who have not read it. 



































would like to open up a political and 
sociological debate on Islam. But those very 
eople feel that you have gone too far. By 
loing so, haven't you closed the debate be- 
oreitevenbegan? 

- How far is too far? It was done to discuss 
he nature of revelation, to deal with the na- 
ture of prophecy and temptation offered and 
'vercome, and to deal with the question of 
whether one compromises or remains abso- 
ute. Those are the themes of the book — 
vithout getting into the issue of whether 
hese things are historically true or not, to 
llow the process of fiction to take over from 
te process of history. 

= The book is being judged and misjudged 
y having. the historical method applied to 
vhat is in fact an imaginative text. If you can't 
ven fictionalise and discuss it then when 
| you say it has gone too far, it means you can't 
go anywhere at all, pt can't take the first 
-~ m | 





Do you see any kind of religious debate 
ss opening up in Muslim countries? 

-. Lhopeso. The only way you can doit is to 
write the books. This book did not arise out 
«.. of a desire to be banned but from a desire to 
_ be read. Itis nota source of satisfaction to me 
-to be banned in the Muslim world. I would 
“much rather people, with intimate connec- 
_ tions with this material, had a chance to read 
-it and then criticise it. The trouble is that the 
> pu Bes. are taking on the characteristics of 

























ev What can you do about it? 

I obviously did not seek that to happen 
nd the only thing I can do about it is to have 
th in the book I wrote. Books last fora very 
g time. Gradually they get read and what 
hey are really about will become discernible 
through whatever fog of misrepresentation 
there is. This happens to most books that 
nake some kind of radicali innovation. 


What are you going to write now? 

Tam not going to run away from the sub- 
ect because it is .my subject and itis my birth- 
ight and nobody can take that away from 
ie. In the same way that India is my birth- 
ight, Islam is also my birthright. I am not 
aying I will write about it every time, but itis 
here in my mind and is an essential part of 
what makes me myself. If people don't like it, 
am sorry, but fortunately a lot of people do 
«€ that I continue writing about it. If people 
lort like what I write they should just shut 
the book. n 





NEW ZEALAND 


Government faces opposition to plans for new frigates 


Naval manoeuvres 
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he anti-nuclear stance of the Labour 

government of Prime Minister David 

Lange has come back to haunt it with 
a double irony. Peace groups, which helped 
to propel it to victory in 1984 and to keep itin 
office in 1987, have joined forces with the na- 
tional council of its own party organisation to 
battle the proposed purchase of four new 
naval frigates. 

The anti-nuclear stance led to the US ef- 
fectively expelling New Zealand from the 
Anzus (Australia, New Zealand and US) de- 
fence pact after New Zealand refused a visit 
by a US naval vessel in January 1985. With- 
out the US umbrella to shelter under, which 
it had since the 1940s, New Zealand was 
forced to develop greater self-reliance — and 
to seek even closer cooperation with Austra- 
lia. Now the bill is coming in. 

The Australian Government wants to 
build eight frigates and to spread the cost — 
and ensure compatibility between naval 
forces on both sides of the Tasman Sea — by 
selling four more to New Zealand, whose 
four existing Leander class frigates will reach 
the end of their economic life in the early 
1990s. 

A memorandum of understanding to 
jointly research and evaluate a design was 
signed on 6 March 1987 between the two 
governments. The two navies have nar- 
rowed down the choice to two designs: a 
German ship, the Blohm and Voss MEKO 200, 
and a Dutch ship, the Royal Schelde M- 
Type. Tenders closed on 19 January and are 
now being evaluated, with a decision ex- 
pected by mid-year. 

The tenderers are the Australian Marine 
Engineering Corp. Consolidated, which 
proposes to build the MEKO 200 at Wil- 
liamstown in Victoria, and Australian War- 
ship Systems based in Newcastle, New 
South Wales. The New Zealand navy says 
both ships meet the priorities set out in a po- 
licy paper on defence issued by the govern- 
ment on 26 February 1987. 

These priorities are: policing the exclu- 
sive economic zone (EEZ) around New 
Zealand (the fourth-largest in the world) 
and, with Australia, the EEZs around Pacific 
island states — for the security of three 
of which, the Cook Islands, Niue and the 
Tokelaus, New Zealand is constitutionally 
obligated; close cooperation with Australia; 
assertion of New Zealand’s interests in 
the Antarctic 3,400 km to the south, where 
New Zealand claims territory and main- 
tains exploration and research teams, and 


protection of its long sea-trade routes. 

In a briefing paper issued to journalists on 
14 February, Defence Ministry officials said: 
“New Zealand’s armed forces should deve- 
lop a capability to operate independently, 
though more probably in concert with Aus- 
tralia, to preserve security and to counter 
low-level contingencies in the area of direct 
strategic concern” — the South Pacific, Aus- 
tralia, the Southern Ocean and Antarctica.” 

The ministry briefing was part ofa belated 
attempt by the government to argue the case 
for the frigates against opposition by peace 
groups, church groups, a semi-official Public 
Advisory Committee on Disarmament and 
Arms Control (chaired, but not supported, 
by Foreign Minister Russell Marshall), its 
own party council, parliamentary undersec- 
retary for agriculture, Ralph Maxwell, some 
backbench MPs, and a public-opinion poll 
showing 57% of New Zealanders opposed to 
their construction. 

Opponents have also argued, with sup- 

ort from former finance minister Roger 
Douglas, that in a country strapped for cash 
and struggling to turn a budget surplus by 
the 1990-91 fiscal year, the NZ$2.16 billion 
(US$1.33 billion) estimated cost could be bet- 
ter used for ailing education and health ser- 
vices. Defence Minister Bob Tizard says the 
cost will be spread over 20 years and will thus 
cost only about NZ$100 million a year, less 
than one-third of 1% of health, education 
and welfare spending. 

But the argument has struck a raw nerve 
in Lange, who wants tospend more on those 
services, but who has to live in a realpolitik 
world. Ina cabinet paper prepared after visit- 
ing Australia in August 1988, which was 
leaked in November, Lange said Australian 
Prime Minister Bob Hawke had told him that 
naval inter-operability between the two 
countries was essential to joint-defence stra- 
tegy. 

Cabos has guaranteed the price to 
New Zealand regardless of any cost over- 
runs and has guaranteed New Zealand in- 
dustry 30% of the work to be done in Austra- 
lia on the 12 frigates. Both Australian consor- 
tiums have New Zealand associates. Cable 
Price Downer has a one-third stake in the 
MEKO proposal. McConnell Dowell is a 15% 
partner in the M-type consortium. i 

The promise of jobs strongly appeals to 
an engineering industry battered by Lange's 
market liberalisation and unions badly 
mauled by redundancies. The signs point to 
New Zealand joining the project, though 
maybe onan instalment basis, committing it- 
self initially only to two frigates. a 


SRI LANKA 


Premadasa consolidates power in parliamentary polls 


Vote of confidence 


By Manik de Silva in Colombo 


ri Lanka's ruling United National 
Party (UNP) consolidated President 
Ranasinghe Premadasa's victory in 
the December presidential election by wrap- 
ping up the 15 February parliamentary elec- 
tions with a comfortable 25-seat majority 
over the combined opposition. The UNP took 
125 of the 225 seats in an expanded parlia- 
ment, conceding 67 seats to former prime 
minister Sirima Bandaranaike's Sri Lanka 
Freedom Party (SLFP), 23 to various minority 
Tamil groups running in the north and east, 
four to the Sri Lanka Muslim Congress and 
six to two leftist parties. 

Although the UNP failed to win a two- 
thirds majority, which would have enabled it 
to make constitutional changes if it so de- 
sired, its victory was impressive by any 
standard. Government leaders freely admit 
that the two-thirds majority that Premadasa 
was pushing for is a virtual impossibility 
under the complicated proportional-rep- 
resentation system of elections the UNP de- 
vised to prevent wild swings of the political 
pendulum possible under the Westminster 
model. 

Having twice been routed in the general 
elections of 1956 and 1970, despite polling a 
respectable 30% or more of the national vote, 
the UNP had a vested interest in using the 
massive five-sixths majority it won in 1977 to 
devise a protective shield against future de- 
bacles. 

In the event, it was the SLFP that benefited 
most from the proportional-representation 
system in the just-concluded elections. If the 
contest had been according to the old rules, 
Bandaranaike’s party would have won a 
meagre five seats, despite its 32% share of the 
national vote, against the UNP’s 
51%. 

It was ironical that the SLFP, 
which had condemned the 
executive presidency and pro- 
portional representation as un- 
suitable for Sri Lanka, was able 
to survive an unprecedented 
drubbing thanks to a system it 
was pledged to reject. But ana- 
lysts point out that if the rules 
were different, the SLFP and 
other anti-UNP forces would 
have been compelled to work 
out an electoral agreement that 
would have prevented a split of 
the opposition vote. 

With two election victories 
under his belt within a two- 








month period, Premadasa was quick to de- 
clare that the “season of elections is now over 
and the time for national reconciliations has 
begun.” The agenda, he said, was clear. The 
restoration of law and order was a top prior- 
ity, together with national development and 
alleviation of poverty. 

The February general elections, like the 
previous presidential contest, was marred 
by a frightening degree of violence during 
the run-up to the poll as well as on election 
day, when a total of 70 killings were re- 
corded. The violence is widely attributed to 
the militant Janatha Vimukthi Peramuna 
(JVP, or People’s Liberation Front), which 
called for a boycott of the election and did 
what it could to disrupt it. 

Despite this, a group of international ob- 
servers invited to monitor the election said it 
was “free and fair in most areas.” They 
noted, however, that in some areas intimida- 
tion appeared to have been effective. 

“The observers saw for themselves letters 
and posters threatening to punish those who 
voted,” according to their interim report. 
“They noted instances of considerable vio- 
lence and physical obstruction, which both 
hindered the electoral process and suc- 
ceeded in intimidating the voters. This was 
reflected by a low turnout in some areas. De- 
spite all this, the voter turnout overall was 
commendable.” 

The 63.6% turnout, though considerably 
better than the 55.4% of registered voters 
who participated in the presidential election, 
was below the 70% that most observers had 
anticipated. Voter turnouts in Sri Lankan 
elections have traditionally been high, often 
exceeding 80%. 

But the violence, including the killing of 
three election officials on polling day, and at- 
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Athulathmudali celebrates election victory: contender. 


tempts to disrupt the election by attacks on 
polling stations, had an inevitable effect. 
There has been a reduction in the level of vio- 
lence since Premadasa's election in De- 
cember. But the deployment of some 70,000 
troops and policemen in areas other than the 
north and east of the country to make elec- 
tion conditions secure, did not meet with 
total success. 

In the predominantly Tamil northern 
and eastern areas, where the militant Libera- 
tion Tigers of Tamil Eelam (LTTE) demanded 
a boycott of the election and vowed to dis- 
rupt it, over 40,000 troops of the Indian 
Peace-Keeping Force provided security for 
the poll. The turnout was a high 84% in 
eastern Digamadulla, where Muslims and 
Sinhalese outnumber the Tamils, and a 
low 45% in the LTTE stronghold in Jaffna dis- 
trict. | 

But many more people voted in Tamil 
areas than during the presidential election. 
The voting in these areas saw the rejection of 
the old leadership of the Tamil United Liber- 
ation Front, which had long represented the 
Tamils in parliament. This was interpreted 
by some analysts as a major blow for the 
LTTE. They noted, however, that the Eelam 
Revolutionary Organisation — a one-time 
ally of the LTTE that is not recognised as a poli- 
tical party — had taken 13 Tamil seats by 
fielding independent candidates. 

Premadasa started forming his cabinet 
once the election results were in. Five former 
ministers lost their portfolios. He also pub- 
lished a letter sent to his ministers, saying 
they would be judged on their performance 
and the quality of their service to the people. 
In adopting a tough style of government, he 
said that "any minister failing in his perform- 
ance cannot expect to continue in office." In- 
dicating that he would supervise the work of 
all ministries, he said: "Where I change a 
portfolio or remove a minister from office al- 
together, I do not expect to be asked for 
reasons." 

While the cabinet appointments, to- 
gether with the appointment of 49 non- 
cabinet ministers of state with policy-im- 
plementation responsibilities, was quickly 
, completed, Premadasa has not 

yet decided who will be his 

prime minister. The two princi- 
pal contenders, Lalith 

Athulathmudali and Gamini 

Dissanayake, topped the ballot 

in the Colombo and Nowara 

Eliya districts they contested. 

Both contenders are ar- 
dently wooing ÜNP members of 
parliament, in the belief that 

Premadasa may ask his par- 

liamentary group to vote for the 

new prime minister. But the ag- 
gressive scramble has done 
neither aspirant any good and 
there are signs that the presi- 
dent may devalue the post of 
prime minister itself. a 





BHIEFING 


Japan gives Burma 

diplomatic recognition 

> Japan has become the first industrialised 
country to give diplomatic recognition to the 
Burmese regime of Gen. Saw Maung, who 
took power in a military coup in September 
1988. Finance Minister Tatsuo Murayama 
said Tokyo would soon lift a freeze on aid to 
the country. The Japanese Government had 
previously said that it would recognise 
Burma on condition that general elections 
under a multi-party system were held. 
Although the promised elections have been 
postponed, a Foreign Ministry official said 
recognition was given because of the 
effective control of the new regime over 
Burma and because it was abiding by 
international rules. The ministry said it still 
wanted to see democratic reforms and open- 
door economic policies there. China, 
Malaysia and South Korea have already 
recognised the Saw Maung regime. 


Boat seizure sours 

Seoul-Taipei ties 

P Relations between Seoul and Taipei have 
soured following the seizure by South 
Korean fishermen of a Taiwan boat after it 
collided with and sank one of their fishing 
vessels near the Ryukyu island chain south 
of Japan on 17 February. Calling the seizurea 
hijacking, the Taiwan press has begun 
attacking South Korea for resorting to 
“piracy” and has urged the Foreign Ministry 
to take strong action. Taiwan’s press has 
been increasingly strident in its attacks on 
Seoul over its rapprochement with China, 
and trade rivalry. The Taiwan boat with its 
captain and seven-member crew has been 
towed to the South Korean port of Pusan, 
presumably to stand trial. 


Indonesia steps up 
fisheries patrols 


> Indonesia will step up patrols of the 
country’s exclusive economic zone in an 
attempt to curb illegal fishing by foreign 
ships. Attempts to impose regulations on the 
number of foreign ships operating in 
Indonesian waters have had little effect as 
local companies frequently act as licence 
brokers for the foreign vessels — all or most 
of the catch going to the foreign vessel. New 
regulations state, however, that all catches 
by foreign ships should be exported through 
Indonesian ports. 


Assam’s Bodos agitate 
e 
for separate state 


P Bodo tribesmen demanding their own 
state ended a five-day strike on 21 February 
in the southern part of India's Assam state, 


leaving at least 15 dead, rail and road traffic 
disrupted and property damaged. The 
Assom Gono Parishad (Assam People's 
Party), which rules the state, alleged that the 
Bodos bought weapons from the now 
pacified Gorkhaland agitators of adjoining 
West Bengal and used guerilla tactics in 
fighting police and paramilitary forces. The 
state government has accused New Delhi of 
inciting the Bodo agitation. The tribesmen 
have rejected the central government's 
informal suggestion to settle for an 
autonomous Bodoland district council on the 
lines of the Gorkhaland Hill Council and are 
insisting upon a separate state. 


Chinese intellectuals 
petition for amnesty 


> Thirty-three well-known Chinese 
intellectuals have signed an open letter 
calling for amnesty for Wei Jingsheng and 
other political prisoners. The signatories 
include writers Bei Dao, Wu Zuguang, Xie 
Bingxing and Zhang Jie; Marxist 
theoreticians Su Shaozhi and Wang 
Ruoshui; television producer Su Xiaokang; 
as well as academics from Peking University 
and the Chinese Academy of Social Sciences. 
The letter, addressed to the standing 
committee of the National People’s 
Congress and the party central committee, 
supports a similar appeal to Deng Xiaoping 
by dissident astrophysicist Fang Lizhi in 
January. 


Social indicators 
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Singapore releases two 
more ISA detainees 


> Chew Kheng Chuan and Kenneth 
Tsang, who have been held in detention in 
Singapore under the Internal Security Act 
(ISA) since mid-1988, were released on 20 
February, subject to restrictions on travelling 
abroad, talking to the press or public 
meetings, and from associating with others 
detained in Malaysia orSingapore under the 
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ISA. The government said that Chew and 
Tsang were released because they “have 
responded positively to rehabilitation." But 
observers noted that these two — unlike five 
othersarrested over the same 1987-88 period 
who remain in detention — had not 
challenged the government's detention 
orders in the courts. 


Singapore admits to 
investigating Seow 
> The Singapore 
Government has 
admitted that it had 
employed private 
investigators to follow 
Francis Seow, the 
country’s former 
solicitor-general, who 
was detained under 
the Internal Security 
Act in 1988 and is now 
in the US seeking treatment for a heart 
condition. Seow has failed to turn up for 
income-tax evasion hearings in Singapore, 
citing health grounds. In a 15 February court 
hearing, the prosecution produced 
photographs and reports from a New York 
investigation agency allegedly showing 

that Seow was "merry-making and 
frolicking" in the US and not seeking 
medical treatment. The report also 

claimed that Seow had been travelling 
around the US, including a trip to 
Bloomington, Indiana, where Devan Nair, 
the former president of Singapore, 

currently lives. The court hearing in the 
latest case has been adjourned to 15 March, 
but Seow already has been convicted of 
other tax-evasion charges in absentia and 
fined a total of S$19,000 (US$9,870), which 
under Singapore laws, bars him from 

taking up his seat in parliament. 


Seow. 


Philippine senate 

overrides Aquino veto 

> The Philippine Senate overrode a veto by 
President Corazon Aquino for the first time 
on 20 February. The veto had been issued 
earlier by Aquino against a senate bill 
proposing to set up a joint legislative- 
executive commission to advise on the 
handling of the Philippines’ US$28 billion 
external debt. It was the fifth presidential 
veto against legislation drawn up by the 
congress — made up of the House of 
Representatives and the senate (the latter 
reopened only in July 1987 having been 
abolished by former president Ferdinand 
Marcos in 1972). The house of 
representatives subsequently voted 

not to override the veto and, in cooperation 
with Aquino, will draft a replacement 

bill. 
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Labour Party radicals plan a more militant grouping 


To the Left, march! 





By Shim Jae Hoon in Taipei 
breakaway faction of Taiwan's first 
Labour Party plans to launch a new 
political group in March to champion 
a more militant union movement. The estab- 
lishment of a Workers' Party could presage 
anincrease in industrial action on the island. 

A team of former Labour Party radicals 
began a tour on 20 February of such indus- 
trial enclaves as Ilan, Taitung, and 
Kaohsiung for a series of “warm-up” meet- 
ings. The radicals’ message is that the La- 
bour Party is too compromising to lead a 
newly emerging militant workers’ move- 
ment. Their objective is to launch a vanguard 
political group led exclusively by industrial 
workers, not politicians. 

The new group is eroding the base of the 
Labour Party, launched in December 1987 
and led by Wang Yi-hsiung, whom the radi- 
cals recruited from the broader-based oppo- 
sition Democratic Progressive Party in the 
hope of securing a parliamentary voice. The 
departing group is taking with it an esti- 
mated 200 of the party’s 1,000 members. The 
exodus has brought into question whether 
Wang is still the legitimate representative of 
Taiwan’s independent trade-union move- 
ment. 

Wang and his party could face even more 
setbacks as the new Workers’ Party prepares 
to field its own candidates in the Legislative 
Yuan election scheduled for December. If the 
new party is successful, Wang’s influence as 
the pre-eminent voice of labour in the parlia- 
ment could be further undermined. Work- 
ers’ Party candidates will come from the 
ranks of workers, party promoters say. 

Leading the radical group is Lou Mei- 
wen, a charismatic 35-year-old textile- 
machine operator employed by the Far East- 
ern Synthetic Fibre Co. Formerly the Labour 
Party’s vice-chairman, Lou has been at the 
forefront of various industrial disputes over 
the past two years — including a February 
1988 strike in Hsinchu by 2,000 textile work- 
ers who were demanding increased annual 
bonuses and a 44-hour work week, down 
from 48. Lou is a 15-year veteran of textile 
unionism whose efforts have earned him the 
respect, if not love, of many employers in 
Taiwan. 

Other radical leaders include: Lou Su- 
yueh, 30, who was arrested for organising a 
bus drivers' strike in Taichung in early Feb- 
ruary: Huang Wen-yuan, 35, a labour ac- 
tivist at Asia Cement who helped launch a 
successful strike in December for bonus pay- 
ments going back several years, and Wang 


Li-sha, 44, a one-time ruling Kuomintang 
loyalist. Hsu Cheng-kuen, an accountant 
for Far Eastern Synthetic, is also join- 
ing the group, despite his comfortable posi- 
tion. 

Behind these young leaders is a small 
group of Left-leaning intellectuals from the 
China Tide group. The latter include Su 
Chin-li, a former secretary-general of the La- 
bour Party, and Wang Chin-ping, chairman 
of its central committee. 

Su, a daughter of Taiwan's communist 
leader who defected to the mainland in the 
late 1940s, has long been a target of police 
surveillance because of her involvement in 
radical causes. Wang Chin-ping, formerly an 
English literature instructor at Tamkang Uni- 
versity in Taipei, was dismissed from his 
post a few years ago. Wang Chin-ping and 
Su, along with National Taiwan University 
sociologist Chang Hsiao-chun, helped to 
form the Labour Party. 

Ideology has dominated Labour Party 
squabbles between factions associated with 
Wang Yi-hsiung and Su. The dispute came 
to a head in June when Wang Yi-hsiung ap- 
pointed a Kaohsiung fishery businessman as 
deputy secretary-general. 

“Wang [Yi-hsiung] is more interested in 
using the [Labour] party to maintain his 
legislative seat than working for the move- 
ment," a spokesman for the radicals claimed. 
While the rebels say they only seek to guard 
the “purity” of the labour movement, Wang 
Yi-hsiung’s supporters dismiss them as 
socialist hotheads, removed from reality. 

The factional dispute is essentially over 
how to lead Taiwan's labour movement; 
whether to make a break from existing laws 
which favour a gradualist approach to im- 
proving the status of workers. While Wang 
Yi-hsiung’s faction favour sticking to the 
gradualist approach, Su and Wang Chin- 
ping argue that the establishment and ex- 
pansion of free-trade unions depend on con- 
frontational tactics as the government 
obstructs the formation of unions not subser- 
vient to it. 

The hardline view is emerging against a 
backdrop of growing unrest among indus- 
trial workers. Workers have focused on the 
issues of wages and employers' adherence 
to Taiwan's 1984 Labour Standards Law 
stipulating eight-hour working days, fixed 
overtime payments and year-end bonus- 
es, severance pay and medical insurance 
coverage for family members as well as 
workers. 

A 23-day strike by 200 bus drivers in 
Miaoli county in August 1988 underscored 


Taiwan's low wage levels. The bus drivers 
struck for an extra NT$6,000 (US$217) on top 
of their NT$17,000 monthly pay. The aver- 
age pay for industrial workers is NT$20,000, 
with some service-sector personnel, such as 
restaurant workers, getting as little as NT$7- 
8,000 a month. 

In June and July 1988, 200 workers of Wen 
Mei Corp., a leather suitcase maker, de- 
manded a total of NT$6 million in severance 
pay when the owner suddenly decided to 
close his factory and moveit elsewhere. Only 
after a prolonged siege in front of the com- 
pany did the owner agree to pay NT$4 mil- 
lion in severance pay, which is mandatory 
under the Labour Standards Law. 

A system of bonus payments to work- 
ers, also set out in the Labour Standards 
Law, is only now beginning to be enforc- 
ed. Until recently, employers regarded 
bonuses as “personal rewards,” not a built- 
in contract item. If business was good, they 
would pass out cash bonuses, which varied 
according to the employer's evaluation of 
each worker. “Workers want to change that 
practice in favour of a fixed bonus written 





Wang Yi-hsiung: setbacks. 


into employment contracts,” Wang Chin- 
ping said. 

There is a question of how fast a standard 
bonus system or other benefits set out in the 
Labour Standards Law can be introduced, 
given the small size of most Taiwan com- 
panies. A typical employer is a family run 
company with only about 50 workers under 
employment at any one time. Such com- 
panies tend to operate on loose, informal 
agreements. Given the size and structure of 
these companies, it would be difficult for 
them to withstand the pressure of a un- 
ionised workforce demanding benefits the 
company could neither afford nor adminis- 
ter. 

For the time being, promoters of the 
Workers’ Party plan to eschew these small 
operations in favour of medium-sized and 
large companies and, above all, such state- 
owned industries as steelmaking, shipbuild- 
ing and utilities, with hundreds or 
thousands on their payrolls. = 
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Roh stresses compromise over confrontation in national politics 


Democracy by degrees 





By Derek Davies and John McBeth 
in Seoul 





pposition leaders’ description of 

Roh Tae Woo as a transition presi- 

dent might be partly correct. The 

former army general celebrates his 
first year in power still juggling the tarnished 
legacy of his predecessor Chun Doo Hwan’s 
regime, yet bringing a new style to the presi- 
dency and pursuing an innovative foreign 
policy that has proved a significant distrac- 
tion to his domestic critics. 

“Looking back over the past year, there 
are several things I would like to mention 
[which failed to meet expectations], but no- 
thing I can call a conclusive disappoint- 
ment,” he told the REVIEW in an interview on 
9 February. "Iam reminded of the difficulties 
of democratisation. There are many obsta- 
cles in this road and we have to persevere in 
our efforts." 

Roh believes the confrontation of the past 
is being replaced by a new political culture 
that promises compromise and rational alter- 
natives. "If [South] Korea is to develop into a 
genuinely advanced country assuring wel- 
fare for all," he said, "then it is crucial to re- 
solve the imbalances and disparities that 
have accumulated in the past, while main- 
taining an optimum rate of growth." 

Some of his detractors claim Roh's leader- 
ship is weak; that his policies are adrift and 
lacking in the firm control exercised by past 
administrations. That view is probably a 
natural outgrowth of a more democratic cli- 
mate in which government officials — to 
avoid being accused of steering South Korea 
back into the dark days of authoritarianism 
— are loath to use a heavy 
hand. 

Still, there is a feeling his 
management style needs more 
fine-tuning to prevent his 
policies running off in the 
hands of public opinion, as has 
been the case with his North Ko- 
rean initiative. “Itis a question of 
the government's relationship 
with the press," noted one poli- 
tical analyst. "In a Western 
democracy, newsmen would 
have a fairly accurate idea of 
what's going on. But here, the 
government has still not got 
around to dealing with them." 

While the main opposition 
parties naturally remain scepti- 


cal about Roh and his motivations, many 
South Koreans and probably the majority of 
Seoul's diplomatic community either believe 
he is committed to democratic deals or are 
prepared, certainly at this stage, to give him 
the benefit of doubt. 

Certainly, the president has little other 
choice but to press ahead with his long- 
promised reform programme following the 
failure of the ruling Democratic Justice Party 
(DJP) to win a majority in the April 1988 par- 
liamentary elections. Senior officials freely 
describe that result as a "disaster," but they 
insist Roh is a determined advocate of 


On other pages 


Pyongyang succession problem hin- 
ders Seoul’s overtures: 22. Sceptics 
doubt commitment to democracy: 24. 


change and at times has had to impress that 
on his aides as well. 

In a face-to-face encounter, the president 
comes across as relaxed and thoughtful, with 
an inner strength that cannot simply be put 
down to the trappings of high office. He 
flashes the occasional smile, but it is his 
hands which are often his most expressive 
feature. At no point during a 45-minute inter- 
view did he need to look to his advisers for 
guidance. He is in control — and he wants 
his guests to know it, 

Roh may have given a new look to his ad- 
ministration and likes to keep up his self- 
styled image of a potong saram (ordinary 
man), but he has found it perhaps more dif- 
ficult than he thought to free himself from his 





Derek Davies and Roh: new political culture. 


associations with the past administration. In- 
deed, there are those who believe it may con- 
tinue to haunt him in one way or another 
throughout the rest of his five-year term — 
though not with the same burden of illegiti- 
macy that clung to Chun, who took power 
with army backing a few months after 
the 1979 assassination of president Park 
Chung Hee. 

Roh’s refusal to allow Chun, his benefac- 
tor and military academy classmate, to be pil- 
loried at national assembly hearings into the 
misdeeds of his regime and into the 1980 inci- 
dent when troops bloodily put down an in- 
surrection in Kwangju, has tended to make 
him a hostage of the current situation. Some 
of those around him think he should have 
moved more quickly to break his ties with the 
previous regime, rather than allowing the 
opposition to dictate his agenda. 


oh describes Chun’s internal exile 
in a spartan Buddhist temple and 
the arrest of 47 of his relatives and 
former ranking government offi- 
cials as "a very severe form of punishment,” 
particularly after the manner in which the ex- 
president honoured his promise of a peace- 
ful transfer of power. "I hope we can con- 
clude this investigation as soonas possible — 
and I think that is the wish of the people," he 
said. "Itis about time that we plan for the fu- 
ture instead of looking back on the past." 

The two main opposition groups. Kim 
Dae Jung's Party for Peace and Democracy 
(PPD) and Kim Young Sam's Reunification 
Democratic Party (RDP), say that confidence 
in the future can only be guaranteed by 
cauterising the wounds left by seven years of 
authoritarian rule. 

Roh and the DJP, for their 
part, seem to sense that after 
two months of unprecedented 
hearings the level of interest is 
finally on the wane. The ruling 
party plans to boycott any fur- 
ther meetings of the Kwangju 
committee, saying it hopes 
to close the book on the af- 
fair by legislating compensa- 
tion to the victims and their 
families. 

"Ihe people's livelihood 
and specific programmes for 
democratisation have been 
neglected for a long time," the 
president said, referring to the 
assembly's failure so far to get 


to a long agenda of proposed legislative 
reforms that would help institutionalise 
the process. "There is increasing criticism 
from the public and assemblymen are be- 
coming aware of this." 

With the novelty wearing off, the grand- 
standing of television-conscious lawmakers 
and the paucity of new facts unearthed dur- 
ing the hearings have clearly contributed to 
public disillusionment. 

Analysts doubt the opposition will go so 
far as to prosecute Chun for refusing to ap- 
pear at the assembly, but in an effort to sus- 
tain the momentum, the RPD and the PPD are 
seeking to introduce legislation allowing the 
appointment of special assembly pro- 
secutors to probe deeper into individual 
cases. Even if the bill passes, Roh is almost 
certain to exercise his veto powers — leaving 
the opposition the almost impossible task of 
gathering the support of 7576 of the 299-man 
chamber to override it. 

Although there has been a good deal of 
popular support for the house-cleaning, the 
opposition now risks the danger of over- 
playing its hand. In a recent survey con- 
ducted by the Chosun Ilbo newspaper and the 
Korean Gallup organisation to determine the 
most urgent problems facing South Korea, 
the settlement of Chun regime irregularities 
came in third behind political and social sta- 
bility — a traditional concern — and the emo- 
tional issue of reunification. 

The fact that democratisation finished a 
distant ninth on the list after traffic conges- 
tion and price stabilisation is probably more a 
reflection of the way legislative reforms have 
been allowed to pass from public view than 
anything else. The same applies to local au- 
tonomy, which the president feels must be 
put into effect as quickly as possible to pro- 
mote grassroots democracy and ensure ba- 
lanced regional development. 

The local autonomy law which was 
placed on the statute books last year pre- 
scribes limited local body elections in mid- 
year. However, with time running out, law- 
makers now say the legislation will have to 
be revised to extend the deadline and also 
to iron out differences which have since 
emerged among the parties over the scope of 
the measure. 

Roh favours introducing local autonomy 
on a graduated basis, with local councils 
being elected first and chief executives at a 
later date. As he explained his position: “I 
think introducing local autonomy at all levels 
all atonce would entail serious consequences 
detrimental to smooth progress in demo- 
cratisation and the steady development of 
local public administration." 

Meanwhile, the president faces a much 
more important hurdle — his pledge to 
hold a mid-term referendum on his leader- 
ship. This assessment is currently thought to 
be timed for March or April. During the early 
days of the hearings into the past regime's ir- 
regularities, the opposition was enthusiastic 
about the prospect. But more recently the 


two Kims have been much less vocal, 
perhaps out of the realisation that with Roh 
seemingly weathering the current storm, the 
poll could turn into a double-edged sword. 

The president himself appears to have 
few regrets about making the pledge. "What 
I was thinking when I promised to have a 
mid-term review was that though I might 
win the [presidential] election, I would not 
change my attitude," he said. "I have seen 
where people change when they got into 
power and this has led to historical tragedies. 
I will never change my basic determination 
to maintain a humble attitude towards the 
people. I will always act ac- 
cording to the wishes of the 
people and will not waver in 
my determination to pursue 
democratisation." 

The government and the 
DJP have yet to decide on the 
timing or the formula for the 
interim review. Apart from a 
national referendum, which 
is assumed to be the most 
agreeable method, officials 
list other possible alterna- 
tives ranging from a na- 
tional assembly vote (be- 
fore which Roh would have 
to be guaranteed the sup- 
port of Kim Jong Pil's con- 
servative New Democratic 
Republican Party), a simple public opinion 
survey, or even a poll based on the out- 
come of the local body elections which Roh 
still expects to be held before the end of the 

ear. 
* DJP chairman Park Jin Kyu is on record 
as saying Roh would have to achieve a 51% 








ive years ago, 
F nual 200,000-man US-South Korea 
Team Spirit exercise as the pretext for 
calling off a sustained and what had seemed 
to be a promising dialogue with Seoul. North 
Korea has again seized on the exercise, this 
time to justify postponing parliamentary 
talks, leading observers to wonder whether 
cautious moves towards a meeting at prime- 
ministerial level are also doomed. 

President Roh Tae Woo gave no direct 
answer when asked by the REVIEW whether 
he had thought about calling off the man- 
oeuvres in the interests of accelerating the 
thaw in North-South relations. But he was 
adamant that the 40,000 US servicemen in 
South Korea must remain until the North 
ceases to be a military threat. 


Pyongyang used the an- 





Chun: tarnished legacy. 


Military gambit 


majority in a nationwide vote. But in warn- 
ing that DJP assemblymen are prepared to 
resign en masse if the electorate hands the 
president a setback, political analysts believe 
the wily Park is preying on the South Korean 
public's traditional fear of instability and on 
the opposition's reluctance at this stage to 
face the heavy cost of another election. 

In a more recent private briefing for 
selected correspondents, a senior presiden- 
tial official said a plurality of the vote would 
be considered sufficient for Roh to carry the 
day. But he also made it clear that the presi- 
dent would not be obliged to step down. 

Roh appeared to endose 
that view. Asked what 
would represent an accept- 
able approval rating and 
whether he was prepared to 
resign if those expectations 
were not met, the presi- 
dent replied: "It [the assess- 
ment] should notbe an obsta- 
cle to democratisation and 
should not disrupt the 
ongoing process. I am deter- 
mined to go through this at 
an appropriate time and 
with an appropriate method, 
[but] at this moment I am 
not thinking about an ap- 
proval rating along that 
line." 

In the Chosun Ilbo-Gallup poll, fully 63.6% 
of the respondents thought Roh should con- 
tinue his presidency even if he suffers defeat, 
compared with 20.5% who said he should 
resign. It is clear that a poor result would 


T » 
v 


prove to be heavy baggage for him to Ee 1 


for the rest of his term. 






"Any negotiation or cooperation with an 
adversary should be based on a balance of 
power and this basic principle applies in our 
relations with North Korea," he said. "In 
order for dialogue and negotiations to be 
constructive and serious, we need to have 
full national security on both sides." 

Commenting on Team Spirit indirectly, 


the president said the North had never . 


acknowledged conducting military man- 


oeuvres of its own. "They have air and sea - 
exercises with the Soviet Union [something 


Moscow has recently made public] and their 


> 


land troops are also engaged in large-scale _ 


exercises. We think they have more exten- 
sive exercises than ours, but they do not ex- 
pose them to the outside world." 

The Team Spirit series began in 1976, 


hsince 












ed in January 1985 the North warned that 
‘dialogue and war games cannot coexist” 
and stopped the exchange for the duration of 
at year’s exercise. 

"Although the talks were resumed in May 
985, it was not for long. On 20 January 1986, 
ongyang responded to the announce- 
ent of the 11th Team Spirit by cancelling 
the dialogue. Contacts were only re-estab- 
ished in August 1988, this time to prepare 
e ground for a joint session of the two na- 
inal assemblies in Pyongyang. 






























T hile the exercise has clearly been 

under way since early February, 
Y Y Seoul and Washington had not of- 

ficially announced the fact by mid-February, 
though they were expected to by the end of 
the month. Publicity in the past has centred 
on tank and infantry manoeuvres, but Team 
Spirit is much more about logistics and re- 
supply than battlefield tactics. 
"Indeed, though the entire US$33 million 
operation stretches from early February to 
early May, the actual field phase lasts 
barely 10 days. The US and South Korea 
have repeatedly invited North Korea to 
*. send observer teams to the exercise. It is a 
. perfunctory gesture designed to secure 
-.. Pyongyang’s endorsement — and both sides 
v» know it. 
^oc While the North recently postponed the 
|... eighth round of the parliamentary talks and 
_ followed that up several days later by reject- 
ing the proposed resumption of Red Cross 
__ contacts, itremains.to be seen whether Team 
-. Spirit will become the obstacle to a proposed 
prime ministerial-level meeting as well. 
-The exercise was almost the only issue 
lorth Korean officials were willing to talk 
bout during a preparatory session on 8 Feb- 
ruary and diplomats expected more of the 

ie if the two sides metagain as scheduled. 
2March. Alsoon the North-South agenda 
9 March talks called to discuss the possi- 
ty of the two Koreas sending a joint team 
the 1990 Asian Games in Peking. 
< “This [Team Spirit] is North Korea's way 
f holding part of the military relationship 
ostage,” said one Western diplomat. 
They're in the driver's seat . . . but I’m not 
re how they’re going to play it. If they cut 
ff the dialogue entirely, then it would ce- 
nent the view that they were setting up the 
outh from the start.” 
`: The North's aggressive behaviour in the 
ast, its offensive military posture and its po- 
tial ability to strike in the air and on the 
round at very short notice, have always 
onveyed the impression that the South has 
the most to fear. But some diplomats are per- 
aded that might not be the case. And re- 
t visitors to Pyongyang say North Korean 
fficials repeatedly. made it clear they re- 




































gaitied iéam Spirit as a direct threat. 

The UN Command predictably takes a 
more jaundiced view of North Korea's mo- 
tives. During Military Armistice Commis- 
sion meetings over the past two years, then 
senior delegate Rear-Adm. William Pendley 
kept reminding his northern counterparts 
that in 1976, 1977, 1979, 1980 and 1984 North- 
South contacts continued — admittedly at a 
very low level — while Team Spirit was in 
progress. 

The allies also point to North Korea- 
Soviet air and naval exercises, which were 
first noted three years ago off the east coast, 
and the January incident when Soviet recon- 
naissance aircraft staged through a North 
Korean airfield on an intelligence-gathering 
mission over the Yellow Sea. The Soviets 
have said they deploy only five to seven 
ships, or only 25% of the total joint exercise 
fleet. 

US officials confirmed that this year's 
Team Spirit would be slightly smaller than 
last vear, when the two allies were anxious to 
make a point about pre-Olympic security 
preparedness. In recent years, it has usually 


involved about 140,000 South Koreans and 
60,000 Americans, including 38-40,000 US 
servicemen from the US or other Pacific 
bases. 

Independent military experts wonder 
whether the Team Spirit exercise area, with 
its northernmost point coming to within 25 
miles of the demilitarised zone, could be 
moved further south into the southeastern 
Kyongsang region to blunt some of the 
North's objections. À more serious conces- 
sion, they say, would be to eliminate the 
physical involvement of US land forces al- 
together and rely to a greater extent on com- 
puter simulations. 

The US may have set something of a pre- 
cedent by scaling back this year's annual Re- 
forger series of exercises — the most impor- 
tant in the Nato theatre — at the behest of its 
European allies. But US and South Korean 
officials are convinced that if the South does 
ever decide to cancel or reduce severely the 
scale of Team Spirit, the North Koreans will 
simply pass to the next item on their agenda: 
the removal of US forces altogether. 

u John McBeth 





SOUTH KOREA 3 


Pyongyang succession hinders Seoul’s overtures 


The great divide 


Korean leader Kim Il Sung is in "the 

final process" of handing over power 
to his son and heir-apparent, Kim Jong Il, 
and he says it is probably for this reason 
Pyongyang is not yet ready to break out of its 
shell. "They are in a very sensitive and weak 
position," he told the REViEw. “Under these 
conditions, they will not do anything to 
harm their political situation." 

But though he does not foresee any "dras- 
tic’ changes in the communist state in the 
near future and referred to what he called 
“some disappointing responses from the 
North,” Roh said there were signs that 
Pyongyang was taking steps to extricate itself 
from political isolation and economic back- 
wardness and that the door to unification on 
the peninsula might begin to unlock in the 
mid-1990s. 

“We are trying our utmost to have recon- 
ciliation and to have a more cooperative 
atmosphere with North Korea,” Roh said. “Tt 
is a little bit disappointing North Korea has 
shown a not so positive approach. Still, one 
thing is crystal clear: there is progress — not 
very noticeable, not very spectacular, but the 
two Koreas are getting closer. 

“China, the Soviet Union and other East 
European countries are all proceeding along 
the road of reformation towards a more open 
society, seeking reconciliation around the 


p resident Roh Tae Woo believes North 


world," he said. "Although the pace is not 
spectacular at this moment, it will definitely 
accelerate and we will see signs of progress." 

Asked whether he believed rapproche- 
ment with North Koreais possible while Kim 
Il Sung, 77, or Kim Jong Il, 48, are in power, 
the president replied: "I can't definitely say 
whether or if it will be achieved within the 
lifetime of Kim Il Sung. His son is still rather 
young and if he lives a normal life, then 1am 
sure we can have national reconciliation and 
reunification in his lifetime." 

Kim Il Sung is still in charge of North 
Korea's foreign affairs, but Kim Jong Ilis said 
to have taken over day-to-day control of 
party and domestic affairs some years ago — 
a process that reportedly led to the purge of 
up to 15,000 party cadres who either op- 
posed or were perceived to oppose the pend- 
ing dynastic succession. 

There is a conventional wisdom, shared 
even by senior officials at the presidential 
Blue House, that the seemingly erratic Kim 
Jong Il, whose mantle of legitimacy has never 
been fully endorsed by either China or the 
Soviet Union, might not last long in power 
even if he does succeed his father. However, 
that would not necessarily be a welcome de- 
velopment, some Western analysts believe. 

Although the younger Kim is held per- 
sonally responsible for many of the North's 
terrorist operations, ranging from the 1976 
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US-South Korea military exercise: splinter tactic. 


Panmunjom axe murders, to the 1983 Ran- 
goon bombing and the 1987 sabotage of a Ko- 
rean Air jetliner, he is looked on as an overall 
liberalising force by those who feel there are 
significant differences in thinking between 
the old and new generations. 

"An unstable succession could be 
worse,” said one senior analyst. “You could 
see a scenario where Kim Jong Il is replaced 
by hardliners who don’t know how to run 
the country, can’t cope with the problems 
and do something foolish. Whoever replaces 
Kim Jong Il, it is not going to be a bunch of 
technocrats.” 


iplomatic sources with access to 
D Pyongyang said the approaching de- 

mise of Kim Il Sung is giving rise to 
what they call “incipient political instability” 
in the North Korean capital. “There is quite a 
deal of tension and uncertainty and the view 
is that they are heading for a tough time,” 
noted one source. “It has all been exacer- 
bated by an increasing feeling of isolation.” 

That is due in overwhelming part to 
South Korea, which has proved remarkably 
effective in parlaying its economic successes 
into important diplomatic gains, most nota- 
bly the recent establishment of ties with 
Hungary and indications — as Roh was 
quick to say — that other communist coun- 
tries, notably Bulgaria and Poland, may soon 
follow suit. 

Traditionally, North Korea's strategy has 
been to exploit popular public resentment 
against Seoul, while at the same time seeking 
to splinter the US-South Korea alliance by 
holding up the annual Team Spirit military 
exercise as an obstacle to North-South ex- 
changes. Roh's succession, however, 
changed the rules of the game toan extent for 
which the Pyongyang regime was not pre- 
pared. 

While some analysts feel the South is 
adapting slowly to the transformation of its 
own domestic political landscape, diplomats 
believe the North is having an even greater 
problem dealing with a president who has 
a markedly different basis of legitimacy. 
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Pyongyang still tends to bypass Seoul and di- 
rect its message at South Korea’s dissident 
movement, but even the more radical south- 
ern elements have found themselves under- 
mined by Roh’s seemingly determined ef- 
forts to draw the North into a dialogue. 

It began almost the moment he assumed 
office and — fuelled by official and par- 
liamentary contacts, increased trade, and 
Hyundai founder Chung Ju Yong's recent 
highly publicised trip to Pyongyang — has 
gathered such an emotional public momen- 


tum recently that the presidential Blue | 


Houseis now beginning to apply the brakes. 
South Korean officials admit they are 
puzzled at this point whether the North is 


genuinely interested in developing eco- | 


nomic ties — the first possible step towards a 
general opening up to the outside world — 
or whether it is simply engaged in another 
tactic to drive a wedge between the govern- 


ment and the people. As South Korean As- 


sistant Foreign Minister Hong Sun Yong put 
it: “We have to tread carefully between keep- 


ing alive the aspirations of the people and | 


what may be the realities of the situation." 
Hong said Chung's tentative agreement 
with the North to jointly develop the Mt 
Kumgang area into a tourist site, can only get 
off the ground after an understanding is 
reached between the two governments on 


such matters as the safety of technicians, the | 
repatriation of profits, loan repayments and | 


freedom of passage across the demilitarised 
zone. The same applies to a proposed new 
shipyard and rolling-stock factory in the east 
coast port city of Wonsan. 

The assistant foreign minister, who 
heads a newly formed task force responsible 
for North-South trade, indicated that North 
Korea was being treated differently from 
other socialist countries where South Korean 
companies have investment interests. "You 


have to have an institutional framework to | 


put these agreements [with the North] into 
practice," he said. "There are linkages be- 
tween joint-venture proposals and the re- 
duction of tensions." 

Probably the key player in the South’s ini- 
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tiative is 47-year-old former Agency for Na- 
tional Security Planning (NSP) official Park 
Chol On, who was appointed presidential 
adviser for policy shortly after Roh took of- 
fice. Working with a team of NSP specialists, 
Park has been given considerable latitude in 
implementing Roh's Northern policy. He 
reputedly laid the groundwork for the Hun- 
garian breakthrough, has made quiet visits 
to Moscow and Peking, and is widely 
rumoured to have opened up back channels 
to North Korea. 

Much of what Park has done appears to 
have been to the exclusion of the Foreign 
Ministry — something that has apparently 
ruffled a few feathers. One highly placed 
government source also acknowledged 
there were different schools of thought — as 


shown by the Defence Ministry's angry de- 
nial of a report, later sourced to the National 
Unification Board, that this year's annual 
Team Spirit exercise would be cut back dras- 
tically to appease North Korea. 

Opposition parties are also upset that 
they are not being kept abreast of develop- 
ments, accusing the government of not stick- 
ing to its pledge of a partisan approach to re- 
lations with communist countries. Some 
lawmakers feel Roh's North Korean policy 
lacks substance and gives rise to what one 
described as "fanciful illusions," while 
others say South Korea should proceed with 
a lot more caution until there are signs of 
genuine reciprocity. 

Perseverance may be a word Roh uses 
often, but intransigence is still the best de- 





SOUTH KOREA 4 


Sceptics doubt Roh’s commitment to democracy 


Law and liberty 


By Mark Clifford in Seoul 


fter 25 years of harsh authoritarian 
A se there is an unsurprising degree 

of scepticism over President Roh Tae 
Woo's overnight conversion to liberal demo- 
cracy. The doubts are even stronger because 
of his close ties with former president Chun 
Doo Hwan. 

On the surface, much has changed in 
Roh's year in office. Almost daily there are 
events that would have been unimaginable 
even two years ago, like a recent televised de- 
bate on the withdrawal of US troops and 
. another on the 1980 massacre by troops of 
anti-government demonstrators in 
Kwangju, viewed through the eyes of a vic- 
tim's mother. 

But it is the lack of fundamental changes 
— in laws, institutions or even personalities 
. — which is the biggest worry for those who 

track human rights and civil liberties inSouth 
Korea. “Is Roh doing all this with smoke and 
mirrors or is he serious about democratisa- 
tion?” asked one Seoul-based ambassador. 
Roh’s senior advisers insist, of course, 

that he is personally committed to demo- 
— cratisation, and that the process is not simply 
being carried along by momentum. “He 
pushes hard on democratisation, sometimes 
harder than we do,” said one presidential 
staffer. 

Part of the reason for doubts is the sheer 
speed of the change. The press is freer since 
the government stopped issuing formal 
guidelines to the press in 1987. About 20new 
newspapers have been started, with the 
progressive Hankyoreh Shinmun emerging as 
the champion of anti-Americanism and by 
far the sharpest critic of the government. 


The message is starting to go out that the 
courts will no longer turn a blind eye to poli- 
tically motivated arrests, torture and vio- 
lence. Last summer a policeman who had 
sexually abused a female labour organiser 
under detention was sentenced to five years 
in prison. That case sent a shiver through the 
ranks, with some policemen reportedly ask- 
ing how they could interrogate suspects if 
torture was not permitted. 

There were no listed deaths at the hands 
of the police last year and the worst forms of 
torture have largely been eliminated, though 
sleep deprivation and other forms of coercive 
interrogation are still said to be common. 

Criticism of the intelligence agencies and 
the military is now allowed. But there are still 
limits. A graphic illustration of the military's 
frustration with democracy occurred in Au- 
gust 1988 when a journalist who had criti- 
cised the military's role in politics was stab- 
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scription of Pyongyang’s overall position. “I 
keep waiting for the North to come forward 
with some clear, unequivocal gesture that it 
is engaged in the same thing the South is,” 
said a Western diplomat. 

In these circumstances, the success of 
whatever initiative Roh comes up with de- 
pends on the North’s willingness to open 
up. Some analysts have noted signs of a 
moderating influence in the North Korean 
hierarchy — a possible hint that orthodox 
party loyalists may be losing ground to the 
forces of modernisation. 

"| don't think it will all fall apart," said the 
diplomat. “But North Korea’s problem of 
needing to retain control and yet somehow 
freeing itself from isolation, is shaking the 
system.” m John McBeth 


bed in the leg. The chief of the Army Intelli- 
gence Command was later dismissed in con- 
nection with the assault and two brigadier- 
generals were convicted and given sus- 
pended sentences following an unpre- 
cedented public outcry. 

What worries human-rights observers 
most, however, is that along with a dearth of 
new faces in the intelligence agencies, few of 
the changes in political freedom have been 
institutionalised. However slim the chances 
may seem today, they say a dramatic shift in 
the political landscape could still allow the 
old practices to reappear. 

“While the pace of positive political 
change is accelerating and the Roh govern- 
ments commitment to democratisation 
seems firm, the evolution of South Korea's 
democracy is not yet complete," says the US 
State Department's 1988 report on human 
rights in South Korea. 

One of the most pressing issues for the 
government is to broker a deal between la- 
bour and management, but there is no con- 
sensus among the parties — or even the 
workers for that matter — over how to 
change existing labour legislation and elimi- 
nate what one adviser now calls "the law of 
the jungle." 

While there are violent acts by militant 
workers, mostly directed against property, 
the continuing existence of tough "save the 
company squads,” particularly in the case of 
the Samsung and Hyundai corporations, is 
perhaps even more to blame for trouble in 
the work place. Roh told the REVIEW that he 
believed labour-management issues should 
be settled through independent negotiations 
between the parties, but itis clear the govern- 
ment will have to do more than simply stand 
on the sidelines. 

Distracted by the misdeeds of the pre- 
vious Chun administration, the national as- 
sembly has so far paid little attention to 
bolstering human rights and civil liberties by 
legal reforms. Most notoriously in need of 
overhaul, said critics, are the Social Stability 
Law and the Social Protection Law, which 
allow the government to indefinitely detain 
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both criminals and political prisoners by re- 
newing their sentences for two years at a 
time. 

Human-rights groups say there are now 
about 40 people still being held in the coun- 
try's prisons under these laws, which date 
back to the regime of Park Chung Hee, assas- 
sinated as president in 1979. Most of them 
are elderly, jailed for allegedly collaborating 
with the North Korean army or communist 
guerillas during the Korean War. 

There is general agreement among all the 
political parties that laws allowing for non- 
judicial punishment should be eliminated or 
severely curtailed. But there are differing 
positions on a host of other laws that need to 
be reformed. The opposition would like to 
prohibit the Agency for National Security 
Planning (NSP, formerly KCIA) from involve- 


ment in domestic investigations exceptin the 
case of espionage. The ruling Democratic 
Justice Party (DJP) wants the agency to have 
broader domestic powers. 

Although the NsP last year removed its 
agents from the national assembly and the 
Supreme Court, there are still worries over 
the extent of the agency's surveillance — 
even if it is now headed by former Olympic 
Games organiser and reputed presidential 
aspirant Park Seh Jik. During a national as- 
sembly audit last year the Ministry of Com- 
munications admitted that 472 of its officials 
are employed in intercepting and reading let- 
ters of people targeted by the government. 

The NsP admitted to legislators that it built 
a new five-storey building for its. “technical 
activities,” which the opposition took as a 
tacit admission that the agency is engaged in 





VIETNAM 


Parliament ts told serious crime ts on the rise 


The war at 


By Murray Hiebert in Bangkok 


ietnam is facing a sharp increase in 

V serious crime and such social ills as 

gambling and prostitution, Interior 

Minister Mai Chi Tho said ina detailed report 

on security and social order presented to the 
national assembly in December 1988. 

The minister, Vietnam's highest-ranking 
security official, blamed the problem on 
"enemy sabotage," an ailing economy and 
the "low sense of responsibility of the police 
force, which is large in number but not really 
strong," he was reported as saying by the of- 
ficial communist party daily newspaper 
Nhan Dan in mid-December 1988. 

Serious crime increased 28% in 1988 over 
a year earlier, with 66% of the offenders 
being young people, Tho told parliament. 
“Since early this year, criminal offences — 
many of them serious crimes such as mur- 
der, robbery, extortion, aggravated battery 
— have kept increasing,” Tho later wrote in 
the December 1988 issue of the Communist 
Review, the party’s theoretical journal. “So- 
cial evils, such as gambling, drug addiction, 
prostitution, witchcraft, fortune-telling . . . are 
showing a tendency to increase,” he wrote. 

One of Tho's more surprising revelations 
was that government officials were selling 
and leaking state secrets. “Many secret mate- 
rials were readily available at various stores 
selling used books and old papers,” Tho 
wrote. “The contents of anumber of national 
security policies were leaked to the outside 
well before they were implemented.” 

Foreign observers often assume that Viet- 
nam has a tightly controlled society, but 
Tho’s article suggests that many people and 








home 


localities ignore the government's laws and 
regulations. “Only 200 out of 400 newspap- 
ers currently in circulation have a proper li- 
cence, while 61 out of 162 books printed last 
year were published illegally,” Tho wrote. 

The interior minister, a former mayor of 
Ho Chi Minh City who ranks 12th in the 
party politburo, said juvenile delinquency 
had increased 12% during the first 11 months 
of 1988. The police had uncovered 40,000 
cases of cross-border smuggling during the 
same period and, in July and August alone, 
they uncovered 300 cases of officials em- 
bezzling state property, Tho reported to par- 
liament. He said the police broke up 1,000 
criminal gangs during the first 11 months of 
last year, arresting 6,000 members. 

Tho did not spell out whether the figures 
suggested an actual increase in the number 
of crimes committed, the number of crimes 
reported by others or the number of crimes 
detected by security forces. In the past, Viet- 
namese officials have been reluctant to dis- 
cuss information about crime publicly, be- 
lieving that it could encourage other criminal 
activity and blemish the country’s image. 

Tho complained that Vietnam’s police 
and security forces were overworked, un- 
derpaid and had solved only a “small per- 
centage” of the country’s criminal cases. He 
also warned that police are guilty of illegal ar- 
rests and abuse of prisoners. “There have 
been cases of unlawful arrest and deten- 
tion,” he said. “In some cases, torture and 
coercion were used to extract confessions.” 

The interior minister also implied that law 
enforcers had discriminated against religious 
groups in the past by speaking of more re- 
cent reform. Since the party congress two 


widespread wiretapping. The opposition 
has said that it will outlaw wiretapping ex- 
cept in cases of espionage and the DJP has 
agreed with that in principle, though no 
legislation has been passed. 

Consensus has also yet to be reached on 
revising the National Security Law, which 
defines anti-state activities and governs con- 
tact with North Korea. Ironically, the most 
public flouting of that law was by Hyundai 
founder and honorary chairman Chung Ju 
Yung, who recently visited North Korea to 
negotiate a series of possible joint ventures. 
Although Chung coordinated his visit with 
senior government officials, the trip was 
technically illegal. Opposition politicians 
worry that their contacts with socialist states 
could be the basis of legal action if the govern- 
ment decides to crack down. B 


years ago, he said, "many localities began to 
respect the freedom of various religions by 
no longer forbidding purely religious rites 
and by allowing repairs to churches, con- 
vents and pagodas, by allowing Bible study 
and by allowing people to attend mass." 

Tho blamed the increase in crime on 
large-scale unemployment and the country's 
economic woes. "Budget deficits, inflation, 
spiralling prices and difficulties in the 
people's daily life are increasing in a danger- 
ous manner, further complicating the situa- 
tion of public order and security," he wrote 
in the Communist Review. 

Surprisingly, Tho — ata time when other 
leaders are seeking toimprove Hanoi's politi- 





Robber arrested: crime soars. 


cal and economic relations with capitalist 
countries and encouraging overseas Viet- 
namese to send home money and consumer 
goods — also blamed "US imperialists and 
monopolistic forces" for trying to undermine 
Vietnam. "The enemy has repeatedly had 
spies and rangers smuggle luxury goods and 
non-essential products into our country in a 
bid to further aggravate our gold drain, thus 
undermining our economy and sowing dis- 
unity among our people," he claimed. & 


INDIA 


The Bhopal gas tragedy award triggers protests 


Settling for less 





By Salamat Ali in New Delhi 
fter a protracted struggle to duck the 





plethora of complicated issues in- 

volved in the Bhopal poison gas 
tragedy, the government of Prime Minister 
Rajiv Gandhi has come under attack follow- 
ing its suprise acceptance of a full and final 
settlement in the world's worst industrial 
disaster. The opposition parties, the national 
press and a host of voluntary social organisa- 
tions, charge that the US$470 million to be 
given by US-based Union Carbide Corp. 
(UCC) is inadequate. 

The government was attempting to end 
the drawn-out tragedy which began on the 
night of 2 December 1984, when a cloud of 
poison gas spreading from a plant owned by 
a subsidiary of UCC in Bhopal — capital of 
Madhya Pradesh state in central India — kill- 
ed more than 3,000 people and crippled 
many thousands more. Casualty figures re- 
main in dispute and estimates of 
those who continue to suffer from 
after-effects vary between 60,000 to 
several hundred thousand. But 
while the various legal cases had 
threatened to drag on for years, in 
settling the affair, the troubled Gan- 
dhi government has exposed itself 
to further political embarrassment 
in the run-up to year-end national 
elections. 

On behalf of the victims, the In- 
dian Government had filed a suit in 
the US courts against UCC, the par- 
ent company of Union Carbide 
India Ltd. The US courts had ruled 
for transfer of the case to Indian 
courts on the condition that UCC 
submit to Indian jurisdiction and satisfy the 
judgments of the Indian courts, subject 
to appeal in the US courts, which would 
enforce the judgment in their jurisdic- 
tion. 

Litigation had begun in India after UCC’s 
acceptance of the American court judgment 
and initially a district court in Bhopal ordered 
the company on 17 December 1987 to deposit 
US$233 million as interim relief pending a 
final settlement. The UCC appealed the in- 
terim award and the Madhya Pradesh High 
Court reduced the interim relief to US$167 
million. It was while this judgment also was 
under appeal by the government in the Su- 
preme Court, that the surprise settlement 
emerged. 

India's Attorney-General R. Parasaran 
was continuing his weeks' long argument 
when, on 14 February, the court proposed a 


full and final settlement instead of interim re- 
lief. Itasked both parties if they would accept 
a US$470 million compensation for all civil 
litigation concerning the tragedy and also 
that acceptance would end all criminal liabil- 
ity. Both the UCC lawyers and the attorney- 
general accepted with an alacrity indicating a 
prior out-of-court agreement. 

Although Indian attorney-generals al- 
ways have taken time to consult the govern- 
ment, even on matters involving a few 
thousand rupees, in the UCC case the attor- 
ney-general accepted on the spot a reduction 
of more than US$1.5 billion in the govern- 
ment's claim, as well as the responsibility to 
ensure that no criminal proceedings against 
UCC would proceed anywhere in India. The 
court proposal followed a lunch meeting in 
judge's chambers between the attorney-gen- 
eral, UCC lawyers and the judge. 

Some Indian lawyers argue that the ac- 
ceptance of substantially less than its claim 





Lawyers for UCC: lunch compromise. 


and the waiving of criminal liability was too 
humiliating and fraught with legal complica- 
tions for the government to accept these con- 
ditions as an overt settlement. Afraid to take 
responsibility, the government sheltered be- 
hind the legitimacy of the highest court in the 
country and opted for making the settlement 
look like a court order. 

There is no clue in the court order to any 
formula that helped it arrive at the figure of 
US$470 mllion. According to government 
sources, identification of victims is to take 
place over the next three months. These 
sources said there were 570,000 claims 
whose processing depended upon medical 
documentation of each claim. Hence, cur- 
rently no one can estimate precisely how 
much each of the dead's next-of-kin, the per- 
manently disabled and other victims, would 
get as compensation. 


Itis also unclearso far whether the central 
government will forgo the considerable legal 
expense it incurred. In addition, the govern- 
ment advanced large amounts to several 
committees that investigated various aspects 
of the disaster. The total expense on various 
accounts, including projected medical and 
rehabilitation needs, is about US$358 mil- 
lion. Claims of legal costs by the Madhya 
Pradesh state government total US$64 mil- 
lion and the state government had declared 
in the last session of the legislature that it too 
would claim its share from the compensation 
to be paid by the ucc. 

Under the court order, UCC is to deduct 
the US$5 million it had paid initially to the 
International Red Cross for immediate 
humanitarian relief. UCC is to pay US$420 
million and its Indian subsidiary, the remain- 
ing US$45 million in local currency. 

The settlement, according to some esti- 
mates, will mean that compensation to indi- 
vidual victims would be as low as US$334 for 
next-of-kin and permanently disabled, and 
far less for others. The highest estimates are 
US$6,666 for fatalities and permanently dis- 


abled and about half as much for others, with — 


the second figure about as much as accident 
victims are paid by the Indian railways. 

But social workers and doctors have said 
the long-term effects of the poisonous gas 
still cannot be determined. All thatis 
established so far is that a large 
number of women victims will never 
bear children, the number of adults 


who have developed ailments nor- 


as cataracts. The current estimate of 
such victims is over 300,000. 


standable. Critics argue that 
India has set a poor precedent in de- 


suffering from lung diseases mayin- _ 
crease over the coming years and ~ 
that there are thousands of children — 


mally associated with old age, such — 


= 


é 3 he howl of protest greeting | 
the settlement was under- — 


ciding how much lower the cost of — 


human life could be in the develop- 
ing world compared to the awards in such 


cases in the industrialised countries. Also, in - 


arriving at the settlement, the Indian Gov- 
ernment ignored the UN effort since 1974 to 
evolve a code of conduct for trans-national 
companies. 


Some of the lawyers are angry with the - 


court order because it denies the victims any 


voice in the settlement and also effectively | 


curtains off the government from public 
scrutiny. Further, the order granting im- 
munity to UCC against criminal liability has 
created a precedent of buying acquittal in 
cases of mass murder. 

Legal critics said UCC had ascribed the 
disaster to sabotage by unidentified disgrun- 


^ 


tled employees of the company while the - 


government had been alleging gross negli- 
gence by the company itself. Jurists are argu- 
ing that the Supreme Court must think over 


























ie effect of its order on judicial discipline, 
because it was quashing alllegal proceedings 
without even ascertaining the facts of each 
se already filed and the merits of cases 
hich are yet to be initiated. 

." Onthe political front, the rightwing party 
of Hindu militancy, the Bharatiya Janata 
Party, which is strong in Madhya Pradesh 
| d'hopes to win control of itin the next elec- 
ons, has made the unsubstantiated allega- 
that Gandhi's ruling Congress Party had 
ived the equivalent of US$666 million 
1 UCC for its election fund. The main na- 
al opposition party, the Janata Dal, has 
anded UCC's prosecution on criminal 
ges arguing that compensation had no- 


‘So far there have been several demonstra- 
ins both in Bhopal and New Delhi and sev- 
‘more are planned. The Communist 
ity of India-Marxist has urged the public 
join the protest. However, no one has 
me up with any concrete plan to block the 
ttlement, which is due to be completed by 
e end of March. But judging by the mood 
-.. of his political rivals, Gandhi may not be al- 
| lowed to forget it so soon, because the oppo- 
.. sition currently is getting its act together on 
X fhisi issue, both for the parliament’ s budget 
__ session, which opened on 21 February, and 
. forthe national polls. —— n 
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thoughts. 
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PHILIPPINES 


Aquino tells her foes 
to talk peace or fight 


stick 
ome read Philippine President Cora- 
B zon Aquino's speech to young military 
graduates as a signal that she wants to 
hold peace talks with the leftist and rightist 
forces that threaten her government. Others 
viewed it as another fighting speech. Her real 
intention was probably to remind everyone 
that she is still fully in control. | 
The words that prompted headlines 
about peace feelers in the Manila press the 
next day were: “To the enemies of freedom, 
the armed opponents of our government on 
the Left and the Right, I address these words: 
Let us all sit down and try to settle our differ- 
ences by talk. And if we cannot, by all means, 
let us do so by arms." Aquino was address- 
ing the graduating ceremony at the Philip- 
pine Military Academy in Baguio -— two 


years after a bomb exploded shortly before 
she spoke at a similar ceremony. ` 









sirable. 







perience. 








In fact, it was not the first time Aquino has 
made noises about peace talks with the com- 
munists. But it was the first major reference 
to such talks with rightist military dissidents 
who breathe down her government's 
neck. 

Aquino has made no serious effort to talk 


peace with the CPP since an abortive ceasefire 


with the communists from December 1986 to 
February 1987. So some analysts viewed her 
reference to the Left as a pro forma gesture, 
particularly as her reaction in December to 
a peace offer by the communists was to 
say she had received no direct communica- 
tion. 

By "the Right" Aquino meant forces 
under renegade former military officers 
Col Gregorio Honasan, Maj. Reynaldo 
Cabauatan and Brig.-Gen. Jose Maria 
Zumel. Here again, there is no serious, im- 
minent threat to the government, though 
their proclaimed resolve to bring Aquino 
down is an irritant. 

Those who thought Aquino sincerely 
wanted to put out peace feelers to her armed 
opponents had only to read her latter re- 
mark, underscoring her role as armed forces 
commander-in-chief: “You have my orders. 
You know the enemy — the communist ter- 
rorists in city and barrio [village], the right- 
wing conspirators in our military camps and 
the lawless elements who seek to deny unity 
to our country.” u Rodney Tasker 


PROGRAMMERS 
An International Organization in Geneva is 
looking for two experienced Analyst Prog- 
rammers for applications development in 
the field of economic research, supporting 
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FOREIGN 


RELATIONS 


Former US officials rush to represent foreign interests 


Divided lovalties 





By Nayan Chanda in Washington m 





s the new Republican Party adminis- 
A tration of US President George Bush 

settles in, one of the oldest games in 
Washington, lobbying, is being played out 
with a new vigour. With some 4,000 political 
appointees taking up new jobs in govern- 
ment, lobbyists and consultants have been 
busy lining up clients, with offers of access to 
senior officials and claims of influence over 
those in the new power line-up. 

However, given the US’ continuing trade 
deficit and widespread fears over the coun- 
try's decline as a world power, there is grow- 
ing concern in Washington over the large 
number of Bush associates, as well as leading 
opposition Democratic Party lights, who are 
representing foreign interests. 

Not surprisingly, the Asian travels of 
Bush’s brother, Prescott, in his search for 
clients on the eve of a presidential visit to 
Japan, China and South Korea, have raised 
eyebrows in Washington. His company, 
Prescott Bush Resources, provides advice 
on, among other things, the US property 
market — a sensitive field because of increas- 
ing foreign investment in US real es- 
tate. 

While no wrong-doing has been 
alleged, the fact that Prescott Bush is 
being received not only by top busi- 
ness executives, but also by such poli- 
tical leaders as Philippine President 
Corazon Aquino and the speaker of 
South Korea's national assembly, has 
attracted much public interest. 

Nothing demonstrates more 
clearly the bipartisan nature of foreign — , 
lobbying — and the level ofaccess— +A 
than the fact that the leaders of both 
the Republican and Democratic par- 
ties have worked for foreign com- 
panies. Ron Brown, Democratic Na- 
tional Committee chairman, has 
worked for a string of Japanese com- 
panies and Lee Atwater, Republican 
National Committee chairman, has 
been involved in lobbying for foreign clients 
— including the governments of the Philip- 
pines, Somalia and Nigeria and the Angolan 
rebel movement Unita — through his 12% 
share of the firm Black, Manafort, Stone and 
Kelly. 

Stalwarts of the Bush campaign involved 
in lobbying include former assistant secret- 
ary of state Richard Fairbanks. A former ad- 
viser to Bush, Fairbanks has among his 
clients Japanese computer giant Fujitsu, the 
Iraqi Government and the Philippines Sugar 
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Regulatory Administration, which has been 
linked to ousted Philippine president Fer- 
dinand Marcos. 

James Lake, communications adviser to 
Bush during the Republican's election cam- 
paign, is a registered "foreign agent" repre- 
senting Mitsubishi, the Japan Tobacco Insti- 
tute and Suzuki, among others. The public 
relations firm of Sheila Tate, once press sec- 
retary to former president Reagan's wife 
Nancy and later a spokeswoman for the 
Bush presidential campaign, has rep- 
resented Saudi, French and Venezuelan in- 
terests. 

Pat Choate, an economist with the private 
American technologies firm TRW Inc. and a 
trenchant critic of foreign influence-peddling 
in Washington, asserts that the problem 
goes much farther than just former adminis- 
tration officials profiting from inside know- 
ledge. He told the REVIEW: "The people who 
are involved in lobbying are at the very 
centre of the power structure. The American 
people are not cynical [and] they expect their 
leaders to protect their interests. But we have 
a leadership class which is interested mostly 
in money — people who are not only con- 
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Bush: new vigour to old game. 


tributing to the decline of America but are 
profiting from it." 

Recent incidents of heavy-weight lobby- 
ing changing congressional or administra- 
tive decisions have highlighted the impor- 
tance of the US influence-peddling industry. 
Lobbying by foreign interests, for example, 
defeated a provision in the 1988 trade bill that 
would have allowed government monitor- 
ing of foreign investment in the US. Ron 
Morse, a scholar attached to the Library of 
Congress who has studied lobbying in 
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Washington, finds it astonishing that the 
government has no record of how much for- 
eign money is invested in the country. 

Another recent episode demonstrating 
the pressure lobbying can bring to bear was 
when a group of US congressmen sought 
heavy penalties against the Japanese firm 
Toshiba for its illegal sale of US-designed 
milling machines, used in making sub- 
marine propellors, to the Soviet Union. 

+ Toshiba assembled a team of high-pow- 
ered lawyers and lobbyists at an estimated 
cost of US$3 million. The team devised a stra- 
tegy of apologising publicly for the sale; 
mobilising support from American employ- 
ees of Toshiba plants and offices in 21 US 
states who stood to lose should a total import 
ban on Toshiba products be passed by the 
congress; minimising the significance of the 
Toshiba sale, and lobbying the congress in- 
tensively. 

The fact that a large segment of the former 
Reagan administration did not want to an- 
tagonise Japan was also an important factor 
in the congress' final decision on the matter. 
In the end, the trade bill set out relatively 
mild sanctions that cost Toshiba a few 
hundred million dollars instead of the 
US$510 billion that had been suggested in 
the original sanction proposals. 


obbying — from the term "lobby," 

which first appeared in 1928 to de- 

scribe political favour-seeking in the 
lobby of the New York state capitol building 
in Albany — has since become an all-embrac- 
ing, sophisticated and lucrative busi- 
ness. 

The importance of lobbying to for- 
eign governments has grown 
dramatically in the past few years as 
the congress has turned increasingly 
protectionist and the US Govern- 
ment's ability to provide foreign aid 
has steadily declined in the face of 
huge budget deficits and opposition 
to such aid because of an equally large 
trade imbalance in favour of the US' 
trading partners. 

In addition, foreign corporations 
have found it increasingly necessary 
to protect their interests in the US 
market by influencing legislation and 
executive action. They also lobby to 
protect themselves from hostile com- 
petitors, governments and various 
other interest groups. 

Lobbying includes collecting and dis- 
seminating information on an issue, per- 
sonal contact with the various parties in- 
volved and bringing legislative and execu- 
tive branch officials around to a particular 
point of view. Selective information can be 
useful in preventing government action 
viewed as harmful to a particular govern- 
ment, country or other interest group or use- 
ful in promoting the special interests of such 
groups. 

"The lobbyists and. consultants play a 


Very usetul role," an Asian ambassador said, 
"especially for small embassies with a quick 
turnover of personnel. They help the em- 
bassy to read Washington and provide [a] 
‘weather forecast’ of sorts.” 

In some cases it makes sense to have a lob- 
byist with political clout who is able to open 
doors, but most often one needs people with 
special knowledge or expertise to guide him 
through the complex decision-making pro- 
cess. “In general, the best lobbyists for a gov- 
ernment [are] its own repre- 
sentatives, not hired guns,” 
noted the Asian ambassador, 
but he acknowledged: “The 
Japanese have a serious prob- 
lem. It makes sense for them 
to hire political heavy- 
weights to protect them- 
selves." 

Another, more subtle, 
form of lobbying employed 
by foreign interests to influ- 
ence opinion is to support the 
work of think-tanks and 
scholars whose views are 
favourable to their causes. 
Lobbying critic Choate said: 
“It is not that the South Ko- 
reans or Japanese are buying 
the intellectuals or corrupting their integrity. 
But by funding their work they are giving 
scholars whose views coincide with their in- 
terests a sharp competitive advantage in the 
marketplace of ideas." 

Washington think-tanks — including the 
Institute for International Economics, the 
Cato Institute, the Heritage Foundation and 
the Global Strategy Council — all are said to 
get funding from major US trade partners. 

Japan is believed to spend the most 








Aquino: aid increases. 


money in its lobbying efforts. Choate, whois 
writing a book on foreign lobbying to be pub- 
lished later this year, says that in 1988, 152 Ja- 
panese companies and government agen- 
cies hired 113 companies to lobby for them 
and spent some US$100 million in the pro- 
cess. 

What lies behind the phenomenal 
growth of foreign lobbying in the US? First, 
the US laissez-faire philosophy and open- 
ness in terms of foreign investment and free- 
dom of operation make it 
possible for US citizens to 
work for and aid foreign 
countries. Individuals who 
once held high public posi- 
tions see nothing wrong in 
working for foreigners. 

Second, the absence of a 
career civil service that takes 
members to the pinnacle of 
power in government, says 
Morse, has created a “revolv- 
ing door' of political ap- 
pointees at the top, with 
a constant ebb and flow of 
such personnel between gov- 
ernment and industry. Every 
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year, nearly 6,000 top- 
level executives descend 
on Washington to take up high-level political 


posts. 

Third, the complexity of the US decision- 
making process and the extensive role 
played in it by the congress require that em- 
bassies and other foreign interest groups 
with smallstaffs or complex problems rely on 
the expertise of American lawyers and public 
relations specialists to follow and influence 
policymaking. 

It is not surprising, therefore, that people 


who once worked for the office of the US 
Trade Representative (USTR), the Commerce 
Department or key congressional commit- 
tees are recruited by companies representing 
foreign interests. The proliferation of con- 
gressional committees — nearly 40 of which 
concern themselves with foreign-policy is- 
sues — has provided an important pool of 
expertise from which lobby groups draw re- 
cruits. 

Because the Republican and Democratic 
parties have no effective centralised leader- 
ship and, as aresult, individual senators and 
congressmen act more in accordance with 
their constituents' interests than along party 
lines, lobbyists can exert great influence over 
their thinking. The tools of influence range 
from election-campaign contributions made 
through so-called political action committees 
(PACs) to investment in a particular politi- 
cian's state, thus creating jobs or revenue for 
which the politician can claim credit. 

More than 100 foreign companies created 
their own PACs and contributed US$1.1 mil- 
lion to various campaign funds through 
them in the 1986 congressionalelections, one 
report maintains. 

Lobbying efforts vary in nature according 
to the specific needs of the government or 
private foreign interest group concerned. 
Countries receiving US aid, such as Israel, 
Egypt, Pakistan and the Philippines, hire 
lobbyists to block efforts to cut aid and to seek 
increases. Other countries, such as Taiwan, 
Greece, Turkey and Panama, try to ensure 
US political support through lobbying at the 
grassroots as wellas the federal level. 

Countries like Japan and South Korea, 
which depend heavily on the US market for 
their export-oriented economies, use lobby- 
ists to maintain trade access to the US. Ja- 


Recently, Philippines Vice-President Salvador Laurel, who 


Foreign flaks 


Lobby critic pat choate has compiled a list of 200 former high-level 
US Government officials, their foreign employers and their in- 
comes. Some examples from the list follow: 

Through the lobbying efforts of Stuart Eizenstat, former US 
president Jimmy Carter's chief of staff and informal trade adviser 
to 1988 Democratic presidential candidate Michael Dukakis, 
Hitachi succeeded in getting removed a provision in the 1988 
trade bill Hitachi viewed as harmful to its interests. In 1987, 
Eizenstat's company received US$94,000 from Hitachi. 

In the years before his fall, former Philippine president Fer- 
dinand Marcos retained the Republican lobby company of Black, 
Manafort, Stone and Kelly, paying US$950,000 for its services in 
1985 alone. Bush's campaign chairman, Lee Atwater, joined the 
company in 1986, acquiring a 12% share. 

The company has assisted, among others, Angola's Unita re- 
bels in making a case for "moral, political and material support" 
from the US and "pressing for passage of legislation criticising An- 
gola for not holding free elections." Unita paid the company 
US$100,000 in consulting fees for the effort. 


has openly been at odds with President Corazon Aquino for more 
than two years, is reported to have engaged Black and Manafort to 
promote his own political interests in Washington. Laurel sees 
support from the US Government and American politicians as 
crucial to achieving his ambition to become president. 

Bush's communication adviser, James Lake, who is known to 
be close to former US trade representative and now Secretary of 
Agriculture Clayton Yeutter, has signed up as clients Japan Auto 
Parts Industries Association, Mitsubishi Electric Corp. and Suzuki 
of America to "track legislation and administrative agency activity 
affecting international trade, prepare memoranda and advise 
principals on taking action, if appropriate, with regard to either 
legislative or administrative activities." 

The Philippines Sugar Regulatory Administration paid 
Richard Fairbanks, a Bush adviser, US$45,975 for his services as a 
lobbyist in 1987, and the Philippines Coconut Authority has re- 
tained the Democratic law firm Sawyer Miller. 

Choate said: "Itis unacceptable that high government officials, 
like William Colby or Richard Helms who held posts (such as the 
director of the CIA), would then be working for foreign govern- 
ments. There must be legal constraints placed on people who take 
that kind of job so that they could never work for a foreign organi- 
sation." u Nayan Chanda 


pan's efforts to influence policymaking in 
Washington included a 1984 National Insti- 
tute for Research Enhancement (Tokyo) 
study analysing the career patterns of 30,000 
congressional staffers in order to “deepen 
understanding of the hidden aspects of the 
US policymaking process.” 

The extent of the lobbying business boom 
can be partly gauged from the number of for- 
eign lobbyists — nearly 8,000 — whoare reg- 
istered as “foreign agents” with the US Jus- 
tice Department. Under an act passed on the 
eve of World War II, US citizens representing 
foreign interests are required to register and 
report their earnings. The Justice Depart- 
ment's foreign-agents register, kept in a 
small office in downtown Washington, 
reads like a who's who of Washington. 

Yet, Justice Department records reveal 
only the tip of the iceberg. Morse says that 
only about a third of the lobbyists w orking 
for foreign bodies register. Moreover, since 
individuals representing foreign-owned but 
US-based corporations are not required to re- 
gister under the act, they are not officially 
viewed as "foreign agents." 

The foreign-lobby boom has opened up 
opportunities for former public officials to 
earn large sums of money by counselling and 
representing foreign governments and pri- 
vate interest groups. Choate notes that all 
former USTR office general counsels, the 
USTR's top legal adviser, have gone to work 
for foreign interest groups. Between 1973 
and 1986, a third of the USTR offices' senior 
officials became "foreign agents" in the em- 
ploy of countries with which they once 
negotiated on the US side. 

Choate does not question the right of for- 
eign governments and firms to hire lob- 
byists. Lobbyists do serve a useful purpose, 
he says, in helping foreigners to deal with the 
complex decision-making process in Wash- 
ington. “What I question,” he said, “is 
should high officials of our government who 
held the nation’s trust be allowed to sell their 
knowledge and experience to foreigners?” 

Marcy Kaptur, a congresswoman from 
Ohio state whose congressional district there 
has suffered from Japanese automobile-in- 
dustry penetration, said such people “bor- 
der on being economic traitors to this coun- 
try.” Former US secretary of defence Elliot 
Richardson, who represents, among others, 
the Association of Foreign Investors in 
America, rejects such charges as silly. He 
maintains that given the US’ global power 
status and the fact that American con- 
gressmen are "in a very real sense, legislators 
for the world," lobbying for foreign interests 
is only natural. 

Kevin Phillips, a Republican commen- 
tator, sees the growing number of high-level 
officials representing foreign interests as an 
inevitable but dangerous trend. "I think it's 
part and parcel of this kind of political eco- 
nomic culture that's making money out of 
America’s decline and furthering that de- 
cline.” t 
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Government and rebels prepare for the final showdown 
pare. | 


Waiting for 


By Rajendra Sareen in Kabul 

eleaguered government troops and 
B the opposing mujahideen are draw- 

ing up battle lines for a final, bloody 
showdown in the Afghan civil war after 
the 15 February departure of the last of 
the Soviet occupation troops. While the 
mujahideen stepped up military pressure on 
Kabul, President Najibullah declared 
emergency rule on 19 February, reshuffled 
his cabinet and abrogated the powers of his 
parliament. 

It was a public admission by the regime 
that hopes of winning over the mujahideen 
to a non-military settlement had evaporated. 
= It was also timed to raise the profile of 
Najibullah's government as fundamentalist 
and moderate mujahideen groups fell out 
during talks in Pakistan about the formation 
of an alternative government from among 
themselves. 

The mujahideen groups — four of which 
are fundamentalist Muslim, with three mod- 
erate factions — agreed thattheirinterim gov- 
ernment would be headed by Ahmad Shah, 


the end 


The Soviet Union appears desperate for a 
peaceful end to its disastrous military adven- 
ture in Afghanistan, in which some 15,000 of 
its troops have died. President Mikhail Gor- 
bachov has written to the US, Iran, Pakistan, 
China, members of the Islamic Conference 
and also to the UN secretary-general seeking 
their help in finding a peaceful solution. 

Yuli Vorontsov, a deputy foreign minister 
and the Soviet ambassador to Kabul, also 
made a sudden visit to New Delhi on 17 Feb- 
ruary to urge that the non-aligned move- 
ment take the initiative in ensuring Af- 
ghanistan would not be turned into a major 
area of conflict. 

Even as Najibullah suspended the con- 
stitutional rights of citizens, and tanks and 
soldiers moved into key points of the capital, 
a pall of fear settled on Kabul with the 
populace nervously awaiting the mujahi- 
deen. 

They already have to face the terror of the 
indiscriminate firing of rockets by the 
mujahideen ringing the capital which has 
killed civilians and military personnel alike. 
But they also fear the mujahideen's revenge. 
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a deputy leader of a fundamentalist group, 
and the head of state would be Mowlavi Nabi 
Mohammadi, a moderate. But mutual suspi- 
cions led to walkouts and held up any con- 
sensus on an alternative government. 

A Kabul government spokesman said the 
emergency rule was declared after “enemy 
conspiracies" were discovered. He said large 
caches of arms had been seized in Kabul and 
complained that the US and Pakistan were 
violating the Geneva peace accord by con- 
tinuing to supply aid to the mujahideen. The 
government, he said, had to act to defend the 
nation's sovereignty. 


Afghan soldiers on a training exercise in Kabul. 


Everyone who can afford it is sending his 
family away. New Delhi is the most feasible 
escape route, but the Indian Embassy says it 
takes six months to issue a visa, so even 
affluent Afghans feel trapped. 

The mujahideen surround Kabul and 
some major urban areas controlled by the 
government, but the populace is free to 
travel all over the country, even though va- 
rious mujahideen groups impose a levy for 
safe passage through areas they control. The 
road from Kabul to Jalalabad is more secure 
than before, but the road from Jalalabad to 
the border post of Torkham on the Durand 


dy 


line — which marks the international boun- 
dary between Pakistan and Afghanistan — is 
now completely dominated by the rebels. 

In the south, the beleaguered town of 
Kandahar receives government supplies by 
air only, though goods and people on private 
business move freely through rebel areas. 
The journey from Kabul to Kandahar, which 
used to take from dawn to dusk, is now a 
two-night trip. Travellers speak apprecia- 
tively of comfortable, heated hotel rooms 
and satisfactory food arrangements, but they 
pay for safe passage along the way, as do 
travellers on all main trunk routes. 

Despite the snowfall, and the soft earth 
and plentiful water supply that holds prom- 
ise for farming, which usually begins at the 
end of March or early April, it does not seem 
likely that the 5 million refugees who fled to 
Pakistan and Iran will return home to till their 
lands until the standoff between the govern- 
ment and the mujahideen is resolved. 

After that, it will be a struggle — and will 
take billions of dollars — for Afghanistan to 
return even to its previous level of economic 
growth, which earned it the dubious distinc- 
tion of being one of the least developed na- 
tions of the world. The war has left too much 
devastation. 

National highways and city streets badly 
need repair. In the rural areas, the agricul- 
tural infrastructure has also collapsed, with 
roads, wells, canals and small irrigation 
channels virtually destroyed. The war has 
also caused unprecedented social turmoil. 

Ross Mountain, the chief of the United 
Nations Development Programme (UNDP) in 
Kabul, said UN teams are already assessing 
reconstruction needs. Essential supplies for 
the refugees have been discussed, but be- 
cause resettlement cannot start until there is 
peace, if the refugees do not return for 
another six months the lead time for sustain- 
ing them until they can stand on their own 
will be extended by another year. 

The UNDP has secured pledges of US$1.6 
billion for refugee resettlement over a period 
of 18 months after they begin to return. 
Another US$800 million will be needed for 
the 18 months thereafter. But there is some 
doubt as to whether the funds will actually be 
available. If the war drags on, it is by no 
means sure that the world will be still in- 
terested in helping to rehabilitate this bat- 
tered land. 

The Soviets, meanwhile, are keeping a 
low profile in Kabul. The embassy is still staff- 
ed by some 130 people, and they and four 
Soviet journalists and some economic advis- 
ers sleep in the embassy compound. The 
joint Afghan Soviet Transport Corp. func- 
tions as usual and the Soviet newsagency 
Tass and the Novosti press offices are also 
open. 

Soviet diplomatic sources are confident 
that there will no acts of individual terrorism 
against its citizens and makeit clear that Mos- 
cow will react severely against any such vio- 
lence. a 


I N TERVIEW/NAJIBULLAH 


Give peace a chance 


ressed in on all sides by the still deter- 

mined rebel mujahideen, President 

Najibullah has accused foreign coun- 
tries of deliberately helping to keep the 10- 
year-old civil war going. Pakistan, he says, 
has even deployed 20,000 troops on the Af- 
ghanistan border. In an interview in Kabul 
with the REVIEW's Rajendra Sareen, Najibul- 
lah argues that after the 15 February with- 
drawal of Soviet troops, Western countries 
have no justification for continuing to arm 
and supply the mujahideen. He proposes 
that arms supplies to the government and 
rebel sides from both the US and the Soviet 
Union be stopped so that the conflict may 
end. “We want weapons to be sent back to 
the countries from which they were re- 
ceived,” he says. 


Over the next few months do you envis- 
age peace or war in Afghanistan? 

It depends on the armed opposition 
groups [the mujahideen]. Their attitude in 
turn will be determined by whether or not 
the US and Pakistan stop war-like acts and 
discontinue the delivery of arms — which 
they undertook to do under the Geneva 
agreements. 

Pakistan has deployed 20,000 troops and 
militia along the Afghan border in the east 
and south. But despite that, the Pakistani 
leadership also talks of peace. This is a con- 
tradiction . . . 


President George Bush has said the arms 
supplies to the mujahideen will continue. 
What is your comment? 

The people of Afghanistan have no need 
for the instruments of destruction. They 
need medicines, food and help for recon- 
struction. If itis said that we get help from the 
Soviet Union, then let the arms supplies 
from both superpowers be cut to put an end 
to war. 

Wehave gonea step further and asked for 
an international conference to ensure the 
neutral status of Afghanistan and to de- 
militarise the country. We want all the 
weapons floating around this land to be col- 
lected and sent back to the countries from 
which they were received. 

The US should accept the right of all coun- 
tries to have freedom, democracy, human 
rights. Otherwise, the very foundations on 
which the American system is based will be 
endangered. After the withdrawal of the 
Soviet forces, there is no justification for in- 
tervention by the Western countries on the 
side of the armed opposition groups by sup- 
plying weapons. 

TheUSand the West used the presence of 
the Soviet troops as a pretext to mobilise 122 


votes in the UN general assembly against the 
Soviet Union and Afghanistan. But what is 
the justification today? Since our proposals 
[on a mutual reduction of arms supplies] are 
based on sincerity and good faith, world 
public opinion should take a position on 
them. 


Do you envisage an escalation of fight- 
ing in Afghanistan? If so, will it remain in- 
ternal or will the Afghan and Soviet air force 
be called in to strike against the mujahi- 
deen? 

The enemy is desperate to intensify the 
conflict in Afghanistan. Our choice is peace. 
We shall persist with the policy of national re- 
conciliation and seek a solution of problems 
through dialogue among all the parties con- 
cerned. But if war is imposed on us, we are 
capable of defending ourselves in [the] exer- 
cise of our natural rights. 


Is the UN effort for the constitution of a 
broad-based government still on? Have you 
beenin touch with former king Zahir Shah? 

The UN secretary-general is continuing 
his good offices. We also are carrying on ne- 
gotiation and dialogue with all the parties 
and personalities concerned both within and 
outside the country. Our doors remain open 
for everybody. Those who do not cooperate 
will ultimately be isolated. I am sure a way 
out will be found. 


If the conflict intensifies will you seek 
UN intervention or try to mobilise military 
support on your own to meet the challenge? 
In the latter case, which are the countries 
who could come to your help? 

If aggression stops and the Geneva agree- 
ments are fully implemented, the PDPA [the 
ruling People's Democratic Party of Af- 
ghanistan] is confident of defending the 
country. In the event that external interven- 
tion continues [on the side of the rebels] 
then seeking foreign help cannot be ruled 
out. 


How long do you think it will take for the 
process of peace to take shape? 

It is difficult for a political leader to predict 
the future, but I am sure peace will come to 
Afghanistan. 


Will Pakistan come round to give peace a 
chance? 

There are different manifestations of 
Pakistan policy. At one level, there is the 
bureaucracy and military establishment. At 
the political level also [Prime Minister] Be- 
nazir Bhutto has yielded to the influence of 
the military establishment. The alliance of 


seven [mujahideen groups based in 
Peshawar] has its own exigencies. 

For the present it seems that Pakistan has 
chosen to pursue the military option, but 
when they realise the futility of these efforts, 
they will swiftly come to the negotiating 
table. Pakistan is not able to make a correct 
choice. If Bhutto was the only one making 
decisions, she might choose a political solu- 
tion. But the military has other ideas. 


Could Pakistan be letting the mujahi- 
deen continue fighting so that they exhaust 
themselves? Perhaps the authorities in 
Pakistan are not able to control them. 

It is foolish to think that the war will 
forever remain confined only to Afghanis- 
tan. There is now no basis to confuse Af- 
ghans with false talk of jihad [the holy warin- 
voked by the mujahideen]. There have been 
demonstrations in the refugee camps and 
firearms were used. Pakistan is sitting on an 
explosives' dump. 


Could you comment on the shura [the 
national council] convened by the mujahi- 
deen groups in Islamabad? 

Any shura which does not include all 
the political forces within and outside Af- 





Najibullah: choices. 


ghanistan cannot yield positive results. It 
would accentuate war and hostilities. That is 
why the so-called shura is not worthy of seri- 
ous consideration. 

There are already sharp differences be- 
tween the Peshawar seven and the [other 
mujahideen alliance, the] Teheran eight. The 
differences among them are quite pro- 
nounced and becoming sharper with each 
passing day. 

We have reports that the [mujahideen] 
internal commanders are not happy over the 
decisions taken by those outside the country 
and have decided to follow an independent 
course. = 
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: By Sophie Quinn-Judge in Moscow 


F oscow’s foreign policymakers are 
not allowing the Soviet failure toim- 
JK. pose a Marxist order on Afghanis- 
to become a loss of face. The current poli- 
cal elite does not take responsibility for the 
nine-year war waged by Soviet troops, nor 
lentify with the aim of supporting Marxist 
evolution there. Instead, with the with- 
rawal from its southern neighbour, the war 
as become an important argument for the 
restructuring of foreign policy. 
. It is the military which faces a serious loss 
f prestige for its role in the war, as veterans 
question the point of the exercise and senior 
commentators begin to call for a closer look at 
iow the intervention was planned and car- 
ied out. Even the well-known pro-military 
writer Alexander Prokhanov has admitted 
_that tribal Afghanistan was not ready for a 
socialist revolution in 1979. 
| s However, the ordinary soldiers who 
C served | in Afghanistan are not escaping the 
__ alienation that their US counterparts experi- 
_ enced on returning from Vietnam. Although 
- groups of World War II veterans have 
_ gathered at the Soviet border town of Ter- 
- mez to “thank them for fulfilling their inter- 
.. national duty,” it is difficult to hide the fact 
__ that their suffering was endured in a war that 
-most Soviets now consider a mistake. “How 
_ many of my friends died there?” asked a 
| young soldier interviewed in a documentary 
. film now showing in Moscow. “And for 






























The deputy director of the Institute of 
ital Studies, Gennady Chufrin, told the 
W: “I was and still am of the opinion 
t was a bad decision. It was taken from 
tart without consulting experts. At the 
sent moment, no one responsible for tak- 
: this decision is in active service. I hope 
at sometime we will look at who is respon- 
. There were different options for po- 
r - military intervention was the worst of 
em.” Currently, Chufrin said, different 
ata of experts are widely consulted by the 
overnment and party in various fields of in- 
ernational relations. The Soviet Communist 
'arty's national conference last summer also 
ablished a constitutional mechanism to 
ss and adopt major foreign policy deci- 


"Today, the common theme of Soviet com- 
ntary on the Afghan intervention is that it 
s not the Soviet Union's war. "Objec- 
ely, we were dragged into a civil war,’ 

d commentator Alexander Bovin ona tele- 
ion talk show recently. "What we see now 


ovtets re-examine policies after failed intervention 


iplomacy of defeat 


is the result of the mistake committed at the 
end of 1979, when we agreed to send our 
troops in to Afghanistan.” The liberal Bovin, 
who has had his television broadcasts and ar- 
ticles censored on a few occasions over the 
past year, is now taking the lead in calling for 
an appraisal of the lessons of Afghanistan. 
On 12 February, he told his viewers that 
there was a need to study who had provided 
the information that led to military interven- 
tion. “I’m convinced that Andrei Gromyko 
and marshalls Sokolov and Akhromeyev 
could help us clarify the situation,” he said. 
“We all have the right to the truth about Af- 
ghanistan.” 

By naming former chief of staff Marshall 
Sergey Akhromeyev, a top military adviser 
in Afghanistan early in the war, Bovin has 


increased the pressure on the military to 


examine its own record on Afghanistan. (Al- 
though Akhromeyev resigned for reasons of 
health in December 1988, he is still an adviser 
on military affairs to Soviet President Mikhail 
Gorbachov. Marshall Sergey Sokolov re- 
signed as minister of defence in May 1987. 





AFWHATISTAN ? 


Gromyko, foreign minister in 1979, was re- 
placed as president by Gorbachov last year.) 

Generally, blame for the decision to inter- 
vene has been pinned on the inner circle of 
then president and party chief Leonid 
Brezhnev, in particular former ideology chief 
Mikhail Suslov. In a 3 February television 
discussion, Boris Pyadishev, editor of the 
journal International Affairs, remarked "some- 
where in the entourage of Mikhail An- 
dreyevich Suslov, proletarian, socialist inter- 
nationalism was interpreted in such a way 
that we were obliged to be present wherever, 


in his view, the national liberation move- 
ment was on the increase.” 

Bovin’s emphasis on military responsibil- 
ity is one of the first public Soviet admissions 
that the war was more than a foreign policy 
error — that it was also a great tragedy for the 
Afghan people and the Soviet troops who 
fought there. The Soviets currently say they 
lost up to 15,000 men in the war, and that 
2,000 more have been seriously disabled. 
Altogether, around 37,000 have been 
wounded. 

And, finally, questions are being asked 
about the number of Afghans who died. 
Until very recently Soviet troops have been 
portrayed as fighting against “bandits” of 
mythical cruelty, in a landscape devoid of 
women, children and old people. But a writ- 
er in the influential Literaturnaya Gazeta on 15 
February, has at last broached the subject of 
the “moral deformation” that was a by-pro- 
duct of the war. He described in detail an at- 
rocity against civilians sanctioned by an offi- 
cer who was amnestied before serving his 
six-year sentence. 

Already, popular disaffection with the 
war, combined with a growing budget deficit . 
and falling living standards, has helped to 
bring the military under stronger civilian 


control. On 18 January, Gorbachov an- 


nounced that the defence budget would be 
cut by 14.2% and the production of military 
equipment by 19.5%. Discussion of the place 
of the military in society now takes place 
routinely, and various plans to change the re- 
cruitment system are being mooted by civi- 
lians. 

The military itself has rejected the idea of a 
volunteer army as too expensive, but there 
seems to be a large body of opinion that be- 
lieves students should not have their studies 
interrupted by compulsory military service. 
Bullying in the army, admittedly wide- 
spread, is now discussed openly, and some 
Afghan veterans refuse to wear their medals. 

But for the moment, rather than dwelling 
on military mistakes, Moscow is emphasis- 
ing the political victory achieved by imple- 
menting the Geneva agreements of April 
1988, in which it undertook to withdraw all 
troops by 15 February. “Disengagement in 
Afghanistan gives the Soviet Union more 
room for political initiative in different fields 

. . By staying in Afghanistan we became a 
target for criticism by Muslim countries,” 
Chufrin said. 

With Foreign Minister Eduard 
Shevardnadze’s tour of the Middle East in 
late February, Moscow seems determined to 
make use of its new room for manoeuvre. Al- 
ready the Soviets have laid the groundwork 
for improved relations with Iran and Pakis- 
tan. But the dangers inherent in political in- 
stability in Afghanistan are clearly a major 
concern. And amid growing challenges to 
Moscow’s authority from outlying republics, 
the threat of fundamentalist Islam to Soviet 
Central Asia is probably receiving careful 
scrutiny. u 
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BUSINESS CLASS 








4 WARM, ATTENTIVE SERVICE 
ty TO HELP THE CORPORATE BODY 


ARRIVE IN BETTER SHAPE 





Now there’s a business class 
that offers you friendly, 
attentive service, in a 
completely new environment. 

A business class served by 
our hostesses from 10 Asian 
lands. 

A business class with an 
excellent choice of gourmet 
dishes complemented by the 
finest wines. 

The New Marco Polo 
Business Class. Built to help 
the corporate body arrive in 


better shape. 


Arrive in better shape a 
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Asif Jon needed another reason to stay at The Westin Philippine Plaza: 
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Our new Executive Floor is now open. 


Beautifully refurbished rooms. Priority check-in and check-out. Complimentary continental 
breakfast and afternoon hors d'oeuvres in our exclusive lounge. A butler to answer your every call 
And a host of special priviliges, room amenities and services too numerous to mention. 


THE WESTIN PHILIPPINE PLAZA 
Manila 


For reservations, call your travel agent 
or contact other Westin Hotels worldwide. 
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DEREK DAVIES 


Traveller’s Tales 


id-February in Seoul was mild by 
Korean winter standards with 
bright blue skies and, when 
clouds appeared, just a dusting 
of snow. But we were there to interview 
South Korea’s president, almost on the first 
anniversary of his inauguration, and the 
presidential Blue House greets all visitors 
frostily. 

The executive wing of the Blue House 
and its other buildings stand in extensive 
grounds which make up a major fortress, 
hardly surprising given the security situa- 
tion, plus past memories of a North Korean 
commando attack. But the approach is dis- 
tinctly unnerving for the innocent caller. 
Days before the visit, personal details had to 
be.provided (CVs, registration number of the 
car to be used, list of possible questions to be 
raised, name and identification of photo- 
grapher, and so on). 

Then a once-over by the information 
boys, possibly to ensure we did not eat peas 
off knives, were all wearing suits and ties and 
did not look as if we were secret gaijin mem- 
bers of the Japanese Red Army. Finally, the 
drive up to the Blue House. 





lron-faced guards, stiffly to attention, 
some ceremonial, some wielding automatic 
weapons, manned a series of heavy gates 
and road blocks. Even more menacing, 
goons in mufti stood around the gates, evi- 
dently less subject to military disciplines. 

Lurking up among the trees on the slopes 
above the long driveways between the pub- 
lic highway and the Blue House, watchful 
observers suspiciously eyed our car. Bun- 
kers were visible up there and behind the 
gates. When the car stopped at the gates, 
the muzzles of heavy automatic weapons 
were trained on it through the embra- 
sures. 

To the left, along a side road, a tank 
squadron was drawn up. One false move — 
even an irreverent gesture, the visitor felt — 
and one could have ended up looking like a 
Korean barbecue. But this was, one re- 
minded oneself, the sharp end. 

As soon as the main entrance to the 
executive wing was reached, all changed. 
Smart salutes; a flurry of press aides; ambas- 
sadorial handshakes; welcoming noises; 
gestures towards the Visitors’ Book. Then 
coffee and some diplomatic exchanges about 
the weather (very mild; did not President 
Roh chat with Australian Prime Minister Bob 
Hawke about the ozone layer, and was not 
Hawke impressed with Roh’s quick grasp of 
such global issues?). After reminders that we 
onlv had 45 minutes, we moved into the for- 


mal reception room. It was all rather reminis- 
cent of previous encounters with Japanese 
prime ministers; but belay such thoughts. 


President Roh Tae Woo enters quietly. He 
has served his predecessor faithfully, was ul- 
timately responsible for the triumphant host- 
ing ofthe Olympic Games and has since kept 
the faith (he has pushed on with democratisa- 
tion, has stepped up his Hermit Kingdom's 
links with the outside world and has still per- 
formed his retrospective Confucian duty to 
do his best to protect his predecessor from 
the worst excesses of the mob's unforgiving 
anger). He was dressed impeccably in the 
Western style (dare one say, as well groomed 
as any of his Japanese opposite numbers?). 

The REVIEW pair, John McBeth, Seoul 
bureau chief, and Mark Clifford are intro- 
duced. We sit. But, among a group of 
cameramen recording the "event," Roh rec- 
ognises Charlie Cole who is taking pictures 
for us on this occasion. Roh got up, shook 
Charlie’s hand and remarked: "We were 
stoned together in Kwangju." Charlie re- 
plied that he had one shot of the president in 
that embattled city which he would like to 
present to Roh as a souvenir. Later, Charlie 
explained that he took a shot of Roh, stand- 
ing bravely under the anger of the Kwangju 
demonstrators (one of his presidential rivals, 
Kim Young Sam, faced by a less menacing 
crowd, had broken and run from the same 
city). 

Such a compliment, from a professional 
photographer who had himself often stood 
amid the projectiles, Molotov cocktails and 
tear gas of last year's demonstrations, was 
rare. 


On a much lower level of confrontation, 
Roh dealt impressively with our questions 
(not necessarily the ones of which he was 
forewarned). He started, however, with Ko- 
rean courtesies: “I have been a good reader of 
the REVIEW for many years. Some of the 
media do a good job; some are like a blind 
man touching an elephant. The REVIEW has 
always been to the point, positive and 
favourable to Korea. I am particularly glad to 
meet you at this time. Before the Olympic 
Games, when in August last year students 
were creating disturbances in the streets and 
disrupting peace, the radicals calling for 
North Korea to co-sponsor the Games, many 
international media were worried. At that 
time the REVIEW published an article which I 
was very glad to read, giving a correct apprai- 
sal thatSouth Korea was fully prepared as far 
as security was concerned. I was very ap- 
preciative of your reports." 


One might have preferred compliments 
about the REVIEW's fairness and objectivity, 
but gift horses, especially those given sin- 
cerely, must not be given oral examinations. 

He listened attentively to questions and 
replied thoughtfully. His face was impas- 
sive, but his hands were expressive: fingers 
joined when expressing hopes of national re- 
conciliation, hands apart when describing 
the gulf between Seoul and Pyongyang. 


There were no fireworks, but it was an im- 
pressive performance. I am sure he sincerely 
meant his assurances that he wanted to re- 
main humble, and respectful of the people's 
wishes. But, though he has expressed dis- 
taste for the trappings of power and a desire 
to remain an ordinary man, he did not object 
when his aides addressed him as Kakha (Your 
Excellency). And, as our party made its way 
back past the stone-faced guards and the 
muzzles of the guns and tanks which sur- 
round the Blue House, we reflected that such 
barriers would make it difficult for him not to 
fall into the same traps as his predecessors, 
from Syngman Rhee to Park Chung Hee and 
Chun Doo Hwan. All, huddled behind 
that protective firepower, lost touch with 
realities. 


Protocol is important in Korea and Ko- 
rean males, like Japanese, tend to relax on 
journeys by removing their trousers and 
besporting themselves in their underwear. 
One large Korean steel firm invited both Ko- | 
rean dignitaries and foreigners to attend the | 
dedication ceremony of its new integrated 
mill at Kwangyang, and was careful to re- 
mind all its guests: 


Upon arrival at Kimpo | 
and Kimhae Airport, 
please Wear your 
Clothes. 
Some bars are topless, others are bottom- 
less but one cafe in the Sadang-dong section 


of Seoul, spotted by Ross Zarub, offers no 
outstanding attractions: 


pe af | 
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1989, Alcatel E10: ten new exch 


Alcatel E10: the modern, modular system. The 
Alcatel E10 system is based on an open architecture 
in which each function is handled by independent 
software and hardware modules. 

New features are introduced by simply adding on 
extra modules that incorporate the latest technologi- 
cal advances. This approach guarantees total com- 
patibility with the existing program library, which now 
totals more than 5 million instructions. The world's 
number-one digital system, the Alcatel E10 is today the 
first to offer ISDN services on a commercial basis. 


Alcatel E10: chosen by 60 countries. The Alcatel 
E10 is demonstrating its qualities in 60 countries. 

Alcatel E10 exchanges, whose average capacity 
exceeds 20,000 lines, currently handle 20 million 
subscribers and 1.5 million transit circuits. Versions 
with a capacity of more than 60,000 lines are in 
commercial operation. But Alcatel CIT is not only a 
supplier of efficient, proven exchanges. We are also 
partners to our customers, providing them with 
network planning assistance, training and technical 
support. And our customers show their satisfaction by 
regularly reordering network extensions and upgrades. 
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anges for the Beijing network. 


Alcatel CIT: the entire spectrum of communi- 
cations. Alcatel CIT masters every aspect of tele- 
communications networks. 

Our Total Network concept offers a complete range 
of state-of-the-art solutions to meet fast-changing 


market needs. This policy rests on our recognized 
know-how and international experience in systems A L ÇC A T E L 
for transmitting information and supplying telecommu- 


nications and value-added services such as telephony, 
ISDN, packet-switching, electronic mail and videotex. 


Public Network Systems Division 
t e d 
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Sour business to 
doesn't overt 


One thing’s certain, if success was 
worth achieving, it's worth safe- 
guarding. And, in today's uncertain 
conditions, that may be a full-time 
career in itself. 

Can you afford the time to assess 
how political and economic trends 
are likely to affect the value of any 
assets you hold overseas? To research 
and evaluate new and potentially 
rewarding forms of investment? Or 
to plan your affairs in the most tax- 
efficient way available? 
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Happily, if you can’t, there is a 
practical alternative. It’s called 
International Private Banking from 
Lloyds Bank. 

Your Private Bank 

We will put you in touch with a 
personal adviser, your account 
executive, who specialises in global 
investment for the individual. This 
puts at your fingertips all the asset 
management and investing skills, 
information and contacts of a bank 
with branches in 40 countries. 
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see that being wealthy 
aX your resources. 


To find out more, please contact 
Steve Ushiyama at our Hong Kong 
office, 2901-4 Admiralty Centre, 
lower 1, 18 Harcourt Road, GPO 
Box 10126, Hong Kong, or telephone 

5) 823 2123. 


Cayman, Dubai, Geneva, Gibraltar, Guernsey, 
Jersey, Luxembourg, London, Marbella, 
Miami, Monaco, Nassau, New York, Panama, 


Zurich. 


Lloyds Bank 


International 
Private Banking 
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Reformists reap a bitter harvest 


The perils of progress 


By Robert Delfs in Peking 


he Year of the Dragon was a year of stunning new develop- 
ments in China’s foreign policy, of which the most spec- 
tacular were historic moves towards normalisation of rela- 
tions with the Soviet Union. 

But record levels of inflation, grossly overheated industrial 
growth, worsening grain shortages and swelling public discontent 
over official corruption and abuse of power made 1988 the most dif- 
ficult year in economic and political terms 
since the beginning of China’s reforms 10 
years ago. 

The party and government remain for- 
mally committed to continuing economic re- 
forms, at least in principle, but under the 
new drive to “rectify the economic order and 
improve the economic environment” most 
of the important reform initiatives appear to 
be stalled. 


Economy 1 
Economy 2 
Politics 
Agriculture 

Foreign trade 
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began last October has meant the return of direct administrative con- 
trols over bank credit, restoration of state trading monopolies and 
fixed price ceilings on steel products, non-ferrous metals and other 
major industrial raw materials. 

Rural industries — the most dynamic and efficient sector of 
China’s economy and until recently the least subject to state control 
— are bearing the brunt of the credit crackdown and many can no 
longer obtain raw materials. Industries now 
account for more than half of gross rural pro- 
duct. If the retrenchment is prolonged, the 


D 48 effects on rural incomes and living standards 
JE AY en 49 may be severe. This time, unlike late 1985, 
Aus cand ER ER 51 the last time similar measures were used, it 


51 appears that the period of retrenchment may 
54 be prolonged indeed. 

General Secretary Zhao Ziyang, speaking 
60 in Wuhan in mid-January, said that "if the 
economic structure is not readjusted, de- 


d a Slee aN A mand cannot be held down forever, and the 

eka gis Cea: ii Sara e same problems will reveal themselves again 
(690000005000 00909095 63 in two or three years [emphasis added] 
IPLE 65 when suppressive measures are lifted." 
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The attempt to begin a major contraction 
70 of money supply and credit during the au- 
tumn harvest — when the demand for 
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Nothing is more costly for an airline than 
engines that can't fly. Which is why no matter 
how else engine operation is measured, 
performance of duty, flight after flight, is the 
criteria that really matters. 

So among the high by-pass turbofans 
of the 60,000-pound-plus class, which has 
earned the accolade, “most reliable"? 

GE’s phenomenal CF6-80C2. 

Derived from the turbofan technology 
GE pioneered, the -80C2 began commercial 
service with the reliability record of an engine 
at full maturity. 

It’s a record that’s only gotten better. 
Among its peers, the CF6-80C2 typically 
requires fewer spare parts, which lowers your 
inventory. It makes fewer shop visits, which 
significantly reduces your maintenance costs. 
And its in-flight shutdown and delay and 
cancellation rates are so low, it is the only 
engine in the class to make FAA 180-minute 
ETOP approval possible for the new 
widebody twins now entering service. 

GE’s CF6-80C2, the industry’s most 


frequent flyer with the bonus of lower costs. 
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liquidity in the national economy is at its highest — resulted in peas- 
ants being paid for their crops with bai tiao (white slips of paper). In 
some locations, peasants reportedly refused to turn over their grain, 
and local cadres resorted to coercion to enforce grain purchase con- 
tracts. 

Nearly a decade of sustained high-speed GNP growth of around 
10% a year has brought phenomenal improvements in average 
standards of living in both urban and rural China, but the gains have 
not kept pace with public expectations. 

As the date for a summit meeting with Soviet leader Mikhail Gor- 
bachov approaches, the geopolitical map of Asia is suddenly being 
redrawn at an almost dizzying speed. Within the space of weeks, 
China's leaders hosted visits by Indian Prime Minister Rajiv Gandhi, 
Vietnamese First Vice-Foreign Minister Dinh Nho Liem, Cuban For- 
eign Minister Isidoro Malmierca, Soviet Foreign Minister Eduard 
Shevardnadze, and US President George Bush. 

These meetings express the fundamental changes under way in 
China's relations with the world. Of these, rapprochement with the 
Soviet Union after nearly three decades is the most important. The as- 
sumption of a permanent Sino-Soviet split was the bedrock upon 
which normalisation of relations between Peking and the West was 
founded in the 1970s. But that cer- 
tainty, in turn, was rooted in the as- 
sumption that Soviet foreign policy 
would continue in the expansionist 
mould of the Leonid Brezhnev era 
indefinitely. It did not anticipate a 
Gorbachov. 

But settlement of the Cambo- 
dian question and normalisation 
of Sino-Vietnamese relations — 
developments which are more 
driven by than a precondition 
for Sino-Soviet normalisation — 
will have the most immediate 
and visible regional impact. The 
prospects of peace in Indochina 
suggest the possibility of a high- 
er level of regional integration 
in Asia as Indochina, no longer 
an arena for political-military 
contests among global and re- 
gional powers, begins economic re- 
construction with the aid of Japan- 
ese (and perhaps Taiwanese) capi- 
tal 
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Almost overshadowed by the drama of these events are crucial 
developments in relations with Taiwan. Nearly half a million 
Taiwanese visited the mainland in 1988, and indirect two-way trade 


reached a total of US$2.4 billion, according to Ding Guan'gen, Direc- 
tor of the newly established Taiwan Affairs Office. 


hese are important gains for China. The Central Committee 

Politburo, after a meeting on 24 December focused on for- 

eign affairs, characterised the new situation as a movement 

"from confrontation to dialogue and from tension to dé- 
tente," and put forth the hope that this might lead to "a long-term, 
stable international environment in which China can focus its efforts 
on reform and modernisation." 

Rural China will suffer the most if the campaign to restore eco- 
nomic order and discipline is carried on along present lines for a pro- 
longed period. The total grain harvest in 1988 fell by 2.3% to 393.8 mil- 
lion tonnes, the fourth successive year of relatively poor perform- 
ance. Although the drop in production was relatively small in terms 
of the total harvest, it represents a much larger proportion of the mar- 
ketable surplus (after deduction of grain retained for seed and peas- 
ants' own consumption). 

In an unnamed South China county, according to Nongmin Ribao 
(Agricultural Daily), 15,000 peasant households were forced to pur- 
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Chicken producer: shortages expected. 


chase 1.2 million kg of rice at higher market prices to meet their tax 
grain quotas — paid for at artificially low state-set prices. Peasants in 
many villages of the county had to sell the grain intended for their 
own consumption to fulfil the purchase quotas — a phenomenon 
that has not been known to occur since the famine years of the early 
1960s. 

“When the county cadre goes down to the countryside to buy 
grain, the peasants won't sell.” Jiangsu provincial party secretary 
Han Peixin explained to the World Economic Herald. “So the cadre will 
call a mass meeting. First he bows, then he slaps himself on the ear, 
and blames himself for the fact that the fertiliser, insecticides and plas- 
tic sheets which it was agreed would be supplied to the peasants at 
the time the grain purchase contracts were originally signed never 
actually arrived, or were of poor quality. Then he slaps himself in the 
face again, begging the peasants to hand over the grain, while 
apologising that he must pay them not in cash but with a strip of 

aper. | 
j ICA relations were strained before the 1988 autumn 
harvest purchasing fiasco. A survey of 12 townships in Suining 
County in Jiangsu province found that there had been 381 separate 
incidents of "taking revenge upon village cadres by the masses" in 
., the 12 months to May 1988, 
= Nongmin Ribao reported. A third 
” of the incidents involved family 
planning disputes, but 29% were 
conflicts over requisitioned pur- 
chase. 

With free-market grain prices at 
an all time high, small-scale com- 
mercial farmers again slaughtered — 
their pigs and poultry. This en- — 
sured bumper supplies of meat for — 
city dwellers’ Spring Festival ban- 
quets, but serious meat shortages 
are expected within the next few 
months as China’s “pig cycle” 
swings into its next phase all the 
more violently as a result of clumsy 
government policies. Then wait to 
see which state officials call for - 
“tighter, more unified control” 
over meat production to try to 
fix it. 

Free-wheeling rural industries, 
including township and village en- 
terprises (TVEs) have been the most 

dynamic sector of China’s economies in recent years. Their out- 
put has increased nine-fold over the past decade, and now ac- 
counts for more than a quarter of national gross industrial out- 
put. | 

There is no doubt that the extremely high rate of growth of rural | 
industries has been a factor fuelling China's over-heated economy, 
but present policies appear likely to do more than merely moderate 
excessive growth in this sector. Rural and other non-state-owned in- 
dustries were also hit hardest during the brief economic retrench- 
ment of late 1985-early 1986, but recovered quickly. 

This time, however, with the period of contraction projected to 
continue for two or more years, drastic cuts in lending and new mea- 
sures restricting access to raw materials may result in the closing of 
tens of thousands of enterprises across the country. The effect will be 
that the most efficient, cost-effective, and market-oriented sector of 
the economy, established and developed without direct funding or 
subsidy support, will be hit hardest by the crackdown. 

Rural industries are being hit disproportionately hard by new 
tighter credit policies implemented through reimposition of direct 
credit controls as the state banking system reduces overall lending 
and diverts more funds to support faltering agricultural production. — 
The Agricultural Bank of China (ABC) will slash lending to rural enter- 
prises by more than 50%, from Rmb 14.7 billion (US$3.94 billion) to 
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` Jingshi. 
^ There are now 120,000 registered rural enterprises in Jiangsu Pro- 
' vince, China's biggest industrial producer, and TVE production has 
-outpaced the state sector for several years. Local financial resources 
:; (including township and village governments, non-state financial in- 
_ stitutions and the rural enterprises themselves) have already reached 
. the point where many could survive even protracted denial of access 
_ to credit from the state banking system. 

s. But the reimposition of state trading monopolies and price ceilings 
-is shutting down regional trading markets which rural industries rely 
1as a source of scarce raw materials. The moves, intended to ensure 
supply of raw materials at low prices to inefficient state enterprises, is 
jueezing the market-oriented non-state sector economy. 

jaune prompt measures to restore access to raw materials mar- 
ts, a third of Jiangsu’s rural industries will close this year and 
other third may barely survive, according to Xu Jue, an adviser to 
e Jiangsu Economic Restructuring Commission. 

-1VEs have made a major contribution by absorbing surplus labour 
id creating new sources of income. At the end of 1987, TVEs employ- 
. 88 million people — 22.6% of the total rural workforce — 
and accounted for 58% of rural domestic product, surpassing thetotal 
, output value of agriculture. 

. .. Tt is inconceivable that China's rural population — outnumber- 
: ing urban residents by more than four to one — can ever move out of 
poverty by relying on agriculture alone, particularly in light of 
_ China's limited arable land resources (only a tenth of a hectare per 
T capita), and even more if the government’ s continuing commit- 
_ ment to maintain artificially low food prices does not change. With- 
_ outalternate employment, China's peasants will remain peasants for 
| eternity. | 

-.. The contraction of rural industries will directly reduce rural em- 
. ployment and rural incomes. So too will the cutbacks in the construc- 
- tion industry. 

^o. The growth years swelled the ranks of China's construction work- 
_ ers from only 7 million in 1979 to 24 million at the end of 1987. Half of 
_ these workers came from the countryside. Independent rural con- 
struction teams’ willingness to accept and adhere to contracts, often 
_ working multiple shifts through the night “dealt blows to major state- 
= enterprises,” a Ministry of Construction spokesman said i in De- 
| The planned 30% cutback in construction projects this year and 
4s in 1990 will idle more than 4 million construction workers, ac- 
_ cording to a ministry projection. It is already clear that most of those 
- laid off will be rural workers. 

* s Shenyang, in northeastern Liaoning Province, for example, made 
_ post-revolution history when 63,000 redundant workers were trans- 
-ferred or laid off from jobs in state-owned enterprises last year, 
ainly through enterprises guaranteeing re-employment in shops 
id other service trades. But the biggest cuts will be absorbed by rural 
orkers employed in construction and other jobs which legitimate 
y residents refuse to take. 

An estimated 200,000 rural workers will leave their jobs in 
enyang and return to the countryside this year, according to the 
unicipal Labour Department. Unlike the redundant state sector 
mployees, there are no welfare or re-employment schemes planned 
rthese workers. 

. State council planners seem to believe that migrant rural workers 
in be easily reabsorbed back on the farms they left, and some 
'onomists argue that the returning labour will help stimulate ag- 
cultural production. But agricultural labour is hardly scarce except 
ra few anomalous areas. 

-The increased level of agricultural investment promised this year, 
1d commitment to ensure better supplies of fertiliser, insecticides, 
id plastic sheeting at reasonable prices are all useful steps, but will 
otin themselves bring about any major improvement in agricultural 
come. What farmers really need are stable, reasonable prices. What 
ey will get this year is the return of their unemployed relatives from 
e city, in need of work and looking to be fed. z 
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More swings 
than 
roundabouts 


By Louise do Rosario 


hy is the Chinese economy unstable? Since 1949, there 
W have been many boom-to-bust cycles, greatly disrupting 


economic development. Chinese economists used to 
blame the wild fluctuations on excessive political interference and 
bad economic policies. But with reform and more pragmatic eco- 
nomic planning today, the swings still occur and are more violent 
than before. 

In their search for new explanations other than political and 
ideological excesses, economists find that before 1978 fluctuations in 
agriculture and investments were the two major causes of instability. 
But with reform and rapid development in the 1980s, economic fluc- 
tuations have become more complex and unpredictable. Factors such 
as price, market, demand, consumption, money supply and foreign 
trade have added new dimensions to the cycle. 

Scholars believe that economic fluctuations in China are more a 
problem < of shortages than demand. Production tapers off more be- 


cause of resource. constraints, than because of slowdowns in con- 


sumption or income growth as in market economies. Also, contrac- 
tion does not lead, as in the West, to mass unemployment, a rapid fall 
in income, bankruptcies and mergers. Recession in China is only a 
simple contraction of quantity and does not result in technological 
upgrading and greater efficiency, said Wu Renhong, economist at 
theState Council's Research Centre for Economic, Technological and 
Social Development. 

Economists using different definitions of a cycle have identified 
up to six economic cycles in China since 1949. Like economic cycles in 
market economies, the Chinese cycle also goes through the four 
stages of recession, trough, expansion and peak. In probably the 
most comprehensive study to date of China's economic cycles, two 
economists at the China System Reform Institute (CSRI), analysed 
how the fluctuations in agriculture and investment in turn shape the 
economic cydes. 

Liang Tianzheng and Su Shuhe said that since 1949, there have 
been six major cycles: 1949-55, 1955-61, 1961-68, 1968-74, 1974-81 and 
the continuing one which started in 1981. Agricultural output fluctu- 
ations — arising from changes in weather, government policies and 
demand — werethesingle mostimportant cause of regular instability 
in the 1950s and 1960s because of agriculture's big share in the econ- 
omy. 

Although the share of agriculture in total social output dropped 
from 45% in 1952 to 20.5% in 1987, agriculture still affects the econ- 
omy in many ways. These are food supply, the shift of the rural work- 
force from farms to factories, the demand of rural markets and raw 
material supply for light industry. Agricultural products still account 
for 67-68% of raw materials used by light industry, compared to more 
than 8076 in the 1950s. 

Agricultural output, especially of grain, is also the decisive, often 
psychological, factor when the government makes its annual invest- 
ment plan. With the rise and fall of agriculture, investment also fol- 
lowed, often with a lapse of one year between 1950-65. The grain out- 
put decline in 1980-81 and in 1986, said the scholars, accounted for the 
fall in investment in 1981 and 1986 respectively. 

With the shrinking share of agriculture since the 1970s, invest- 
ment expansion and contraction provide the main pull to the econ- 


omy. Investment generates immediate de- 
mand on industry and spurs economic 
growth in turn. With 1% growth in invest- 
ment, the economy grows by 0.3%, said Lu 
Jian of the Research Centre. Liang and Su 
identified six major fixed-asset investment 
cycles of 1950-55, 1955-61, 1961-67, 1967-74, 
1974-81 and the current one which started in 
1981. 

Investment soars periodically in China 
because of the so-called investment hunger 
of enterprises which suffer from chronic 
shortages. When the central government 
signals economic expansion, enterprises 
grab as many resources as possible. They 
would continue expanding until supply-in- 
elastic resources such as scarce raw mate- 
rials, energy and infrastructure facilities run 
out. There are no severe administrative or fi- 
nancial penalties for wrong investment deci- 
sions. 

In the recent cycles, notes Huang 
Yuzheng of CSRI, agriculture and investment 
have had a more wide-ranging impact. 
Three consecutive bad harvests in 1985-88 influenced exports, prices 
and industrial growth in varying degrees. Increased cash crop out- 
put, at the expense of grain, enabled continued double-digit growth 
in primary-product exports. But the trade wars fought in many pro- 
vinces over supply of much-needed commodities for export and 
light-industrial production have caused prices to spiral. Also, re- 
duced supplies of pork, vegetables and other non-staple food early in 
1988 further aggravated food inflation. 

Resource constraints — the immediate reason for a sudden slow- 
down in economic growth — have worsened because everyone is 
rushing into profitable manufacturing and neglecting low-return 
basic industries. The share of raw material and mining industries in 
total industrial output has dropped from 1981’s 14% and 15% to 
1985's 9% and 11% respectively. Wu of the Research Centre noted 
that in the last two economic cycles of 1984-85 and the current one, 
such infrastructural bottlenecks have amplified the swings and 
pushed prices up. 

Wu said the market was also playing its part in the new cycle. Be- 
fore, it was completely a sellers' market, so that production could ex- 
pand as long as there was state investment. Since the 1980s, many ob- 





ECONOMY 2 


Growth faces many hurdles 


ment, but vested interests and an ossified system threaten to 
block growth. Since 1981, China’s GNP has been growing at an 
annual average rate of 9.98% — an extraordinary speed which makes 
China easily the fastest-growing country worldwide. Accompanying 
the growth are momentous changes that are typical of a developing 
country undergoing rapid industralisation. 
> Between 1982-87, 68 million peasants moved from farms to fac- 
tories and other non-rural jobs — an annual increase of some 21% 
compared to, say, Japan's rate of 4.8% between 1961-70. 
> From 1978-87, the share of agriculture in total social output drop- 
ped from 22.54% to 20.5%, while the share of construction, com- 
merce and transport grew from 16.5% to 20%. Industry maintained a 
constant share of 60% for the same period. 
> China's people spend less on food and essentials, and more on 
consumer durables. Retail sales of 27 essentials dropped from 1978's 


C hina is moving rapidly from low- to middle-income develop- 





Fertiliser plant: changes needed. 


« z solete industries have been unable to sell 

their goods despite a consumption boom be- 
cause the market offers better products by 
competitors. Future economic expansion 
will require production to move to a higher 
level of productivity and technology to meet 
new sophisticated demand, Wu said. 

Chinese policymakers do not like big 
unpredictable economic swings, which 
make planning difficult. In their public 
statements, they always stress that reform 
and stability should go hand-in-hand. They 
argue that reform needs a calm, steady 
environment to provide more manoeuvr- 
ing room for mistakes and experiments. 
But the continued unsteadiness in the econ- 
omy, particularly since 1984, makes eco- 
nomic stability an unrealistic reform pre- 
condition. 

There is now a growing realisation that 
economic cycles are a fact of life that should 
be incorporated into China's long-term de- 
velopment plan. The best the government 
can do is to limit the disruptions and to time 


reform so as not to clash with macroeconomic trends. For example, — 


non-price reform such as labour reform and bankruptcies should be 
introduced when the economy is expanding because dismissed 
workers can find new jobs easily, wrote Lu Jian of the Research 
Centre. When the economy nosedives, price reform can stimulate 
growth, said Lu. 


Zhang Shaoji, another economist at the CSRI, suggested that the - 
government should adopt a more flexible foreign trade policy to | 


make the swings less violent. It can, for example, import certain 


much-needed products to ease demand, and should also prevent the | 


too aggressive export of scarce commodities making domestic short- 
ages worse. It can raise taxes to dampen demand and to be stricter 
with tax collection. It should also build up enough stocks of grain, 
precious metals, coal and other important commodities so that it can 
dampen or stimulate the market to counter the cycles. 

Unfortunately, the government often reacts too late and too shar- 
ply to economic trends, so that its actions amplify the fluctuations 
more than ease them, observers say. In the current austerity pro- 
gramme, for example, the government also decided to act when the 
expansion had already begun because of resource shortages. = 





40.6% of total sales to 32.7% in 1983. In contrast, sales of Tv sets, re- 
frigerators and washing machines increased by 69%, 157% and 77% 
respectively between 1984-86. 

9 The share of foreign trade in total GNP increased from 10.2% in 
1978 to 29.7% in 1987. According to China System Reform Institute, 
exports accounted for 2.9 percentage points of the 17.7% industrial 
growth in 1987. External factors also influenced China’s domestic 
economy more and more. High imports in 1984-85 fuelled industrial 
growth, while tight import controls in 1987-88 had made domestic 
shortages and inflation worse. Foreign loans have also supported the 
investment boom in recent years. 

The engine of this spectacular growth has been, first agri- 
culture, and later rural industries. Between 1979-84, China's 
agriculture (excluding village-level industries) grew by a post- 
World War II global record of 7.98% yearly. According to one es- 
timate, more than half of the increase in social output in the a 


i980S Cafe tróm tarmers accumulation and consumption. 

As the highly successful private-plot responsibility system 
stabilised in 1983, agricultural growth subsided to a steadier rate. 
Rural industries serve as the new locomotive of growth. Between 
1984-87, rural industries (including village-level industries) grew by 
annual average of 37.7%, four times that of state industries. In 1987, 
rural industries accounted for 6.1% of the 17.7% increase in industrial 
output. 

The boom in rural industries has changed the economiclandscape 
of China, shifting the thrust of industrialisation from old heavy-in- 
dustry bases in the northeast and major cities, to new light-industry 
centres in eastern and southern coastal cities. There has also been a 
profileration of small- to medium-sized collective factories, posing 
serious competition to big state enterprises. 

Faced with such drastic changes in demand, employment, indus- 
try and agriculture, China’s existing system has had difficulty in ad- 
justing. Reforms aimed at dealing with the new situation, mean- 
while, have been ineffective. | 

International experience indicates that when a country moves 
from US$295 to US$1,000 in per capita GNP, it will undergo radical 
transformation in its economic structure. With a per capita GNP of 
US$350, China is just at the start of this process but already has many 
difficulties. Major obstacles include powerful vested interests and 
habits bred over decades. Individuals and enterprises, long protected 
by the state financially, are also not equipped to bear risks which are 
inevitable during a period of fast changes. 

Other developing countries also face the same problems in the 
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transformation, but in China the process has created more friction 
and imbalances because its price distortions are more serious after 
decades of self-imposed isolation from the global economy. 
| day life: the iron rice-bowl system versus the new labour con- 
tracts, bureaucratic allocation of resources versus market dis- 
tribution, and plan versus market prices. Since 1984, conflicts be- 
tween new demand and old supply have been most intense and un- 
settling, and are seen as responsible for many of the macroeconomic 
imbalances today. 
The new demand comes from more sophisticated consumers and 
. from new industries. Income of urban workers increased by an an- 
nual average of 9.7% between 1981-87, while urban private bank sav- 
ings rose by an average of 34.2% yearly between 1982-87. Chinese 
spend their increased income on food, electrical appliances and a few 
other consumer durables because there is a narrow range of products 
for consumption. They do not have to spend much on heavily sub- 
sidised housing, medicine and other social welfare, while oppor- 
tunities for entertainment and travel are few. 
Chinese consumers want to buy better products, but the mar- 
ket has not been able to respond accordingly. So, while many tra- 


ditional products have stockpiled, consumers hold on to their 
money and wait for the best buy. Supply of popular goods has in- 


he conflicts of the old and new systems are evident in every- 
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l Light industrial enterprises: boom time but a lack of resources. 
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creased, but not fast enough to satisfy the surging purchasing power. 

Such consumption patterns, described as premature and exces- 
sive by economists, move like shock waves, attacking a few products 
at a time, straining agricultural supply and stimulating an over-ex- 
pansion of light industries. Local governments rush to invest in lucra- 
tive new industries such as textiles, electronics and tobacco, while 
farmers move from growing grain to cash crops. 

As light manufacturing booms, demand for energy, transport and 
other raw materials intensifies but supply remains low. Between 
1981-87, growth of basic industries such as metallurgy, electricity, 
coal and oil grew by 8.2%, 7.9%, 5.1% and 5.9% respectively, com- 
pared to the yearly industrial growth of 11% for the same period. 

The power industry’s output dropped from 3.8% of the nation’s 
total industry in 1981 to 3.1% in 1987. Transport facilities were also 
stretched to the limit. In the nine years to 1987, railway and road 
lengths grew by a dismal annual average of 0.88% and 1.10% respec- 
tively, compared to a 9.49% annual increase in the volume of cargo 
handled. 

Growth of infrastructure has lagged behind because no one wants 
to invest in projects that have low yield, along investment period, ir- 
rationally low prices and heavy capital commitment. China’s manu- 
facturing sector has always been big in comparison to its infrastruc- 
tural sector. Since 1984’s hyper industrial growth, shortages have 
worsened. 

While new industries scramble for scarce resources, inefficient old 
industries are not phased out and continue to take up a large share of 
supply. Traditional industries such as arms and machinery suffered 





from bad business for many years but continue to employ large 
number of workers and tobe supported by bank loans. Without bank- 
ruptcies, large-scale unemployment and labour mobility, factories 
cannot move from one industry to another and respond to market de- 
mand. There is also no urgency to upgrade production. So while the 
market is constantly short of goods, numerous factories remain idle. 

The existing industrial structure has not kept pace with new mar- 
ket demand. As supply bottlenecks worsened in recent years and 
brought growth to a destructive rapid halt, the need for deeper struc- 
tural changes has become more urgent. If a more rational, balanced 
production structure is not established in time, macroeconomic imba- 
lances will remain and growth cannot be sustained. 

China has only recently started to address these issues which are 
born out of wealth. The government has to decide what kind of de- 
mand to encourage. How to divert consumption to channels that will 
promote economic growth without over-straining scarce resources? 
On supply, there is a pressing need to have a more balanced industri- 
al policy, sending the right signals to producers to manufacture what 
the market needs. 

In making these and other policy decisions, China will need to 
bear in mind the main objectives of her economic development. The 
obvious ones are job creation, the narrowing of the rural-urban gap, 
and politically-acceptable income indifferentials. The choices made 
today will shape the future. B Louise do Rosario 
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Telling the 
truth until 
it hurts 


hat should have been a triumphant and open celebration of 
W the key party meeting that marked the beginning of a dec- 

ade of reform — the historic December 1978 third plenum 
of the 11th Central Committee — opened in Peking on 18 December. 
But despite an upbeat opening address by party General Secretary 
Zhao Ziyang, there was little sign of unity. Several of China's most 
eminent reformist theoreticians refused to attend, some because the 
organisers declined to ask them to submit papers, others because 
they were invited under a special and derogatory category of "com- 
rades who have been criticised and dealt with." 

It was a theoretical discussion meeting honouring the 10th an- 
niversary of the 1978 meeting, and also the important but still little- 
known ideological discussion. meeting that preceded the third 
plenum, at which many of the ideological breakthroughs which 
made the political and economic reforms of the past decade possible 
were first discussed among theoreticians, workers and party leaders. 

The entire affair had passed almost without notice until the 
Shanghai World Economic Herald, China's most independent and 
Clearly its best newspaper, published a breath-taking speech deliver- 
ed at the conference by Su Shaozhi, one of China's leading reformist 
ideological thinkers. 

Few speeches have charged the hopes and imagination of intellec- 
tuals in China in recent years as much as this one. “Su is a truth-tell- 
er," said one party worker. “He told the truth about the campaigns to 
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'eliminate adus pollution’ and “oppose bourgeois liberalisation 
and he exposed the unfair way the meeting organisers treated Wan 
Ruoshui and other leading reformist intellectuals. This meeting wi 
intended to convey a certain image of the party — an image of unity 
openness and enlightenment. What came out was the opposite - 
that there is no unity, and still no toleration of different ideas.” 
The speech was a dev astating critique of the party’s failure to im 
plement true academic freedom in the past 10 years, implicitly ridicu 
ing the hypocritical claim by party propaganda head Wang Rengzhi 
in his opening address to the conference, that the "policy of letting 
hundred schools of thought contend’ has been carried outin theore 
ical research in the past decade." New philosophical and politic 
ideas which theoretical workers have developed “are a mark of deve 
lopment of Mao Zedong Thought and contribute to the treasury o 
Marxism.” 
It had been laid down at the opening of the meeting that Xinhu 
would produce the only public coverage of the meeting. The decisio 
by World Economic Herald editor-in-chief Qin Benli to publish Su’ 
speech, which had been delivered after the meeting broke up int 
small groups (apparently to keep views such as Su's from reaching a 
participants in an open forum) was technically a violation of party dis 
cipline that nearly cost Qin his job. : 
On the day the World Economic Herald was published, other new: 
papers in Peking received instructions from the party propagand 
department not to carry the speech, and rumours that Qin would t 
replaced circulated widely for a week. In the end, it was Deng Xiac 
ping himself who made the decision that disciplinary charges against . 
Qin should be dropped (probably no other party leader has the au. : 
thority to do so). qs 
Had Qin been fired, it would have set alarm bells ringing in fe 
West, in Hongkong and in Taiwan, and sent a clear and unpleasant _ 
message that academic freedom in China was if anything even mae 
restricted than Su described it. B 
"Deng now accepts that it is necessary to tolerate this, hearing : 
things you don't want to hear,” one intellectual commented. ^Heun- - 
derstood very clearly the significance of this incident and what the | 
implications of dismissing Qin Benli would be. It shows Deng is still - 
clear in his mind, that he can still play the game.” = Robert Delfs__ 


No brandy please, bring rice 


By Ellen Salem in Hongkong 


rain rationing has been reintroduced in China. Guangdong 
( province is taking steps to restrict the number of i incoming 

workers to help ease the demand for rice and Shenzhen resi- 
dents are asking relatives in Hongkong to bring sacks of rice rather 
than the bottles of brandy and cartons of cigarettes that were the pre- 
ferred gifts six months ago. 

At the same time, profiteers are taking advantage of the shortages 
of grain and atleast one man has been killed in an attempt to smuggle 
rice past provincial roadblocks set up to prevent speculators from 
moving grain from the interior to the coastal provinces for higher 
prices. Officials in Canton have uncovered a conspiracy involving of- 
ficials in Hunan and Shenzhen who circumvented a Hunan provin- 
cial ban on the export of rice to smuggle rice to Shenzhen. 

In sum, China is now coming to uneasy terms with the fourth con- 
secutive grain harvest to fall short of target. In 1988, the total grain har- 
vest is reported to have fallen by more than nine million tonnes from 
the 1987 level to 393.8 million tonnes. 

For the short term, the drop in the grain harvest will strain the 
purses of the many and fill the pockets of the few. In the process, it 
will provide more than pe ammunition to those who wish to at- 
tack the acomamic eform nrogramme as a whole. But it will notlead 




















to mass starvation, as has been reported, though it will resultin short 
ages of some grains. Grain imports of an estimated 16 million tonne 
as well as a depletion of grain stocks can fill last year's shortfall. — 

The longer term implications are not so sanguine, however. Leav 
ing aside the fact that peasants are now loath to grow grain or sell it a 
prices set by the state, it is quite clear that China will have great diffi 
culty even maintaining its current per capita level of grain consump 
tion of 400 kg through the end of the century because of the popul 
tion growth coupled with a decreasing percentage of arable la 
under cultivation. Thus, the anticipated improvement in diet thà 
goes hand-in-hand with overall economic development may have t 
be forestalled indefinitely unless grain imports are increased signi 
antly. Chinese sources estimated that when per capita national- 
come reaches US$800 in about a decade, per capita grain consum 
tion will reach about 450 kg because of the increased consumption 
products converted from grain — a goal agricultural experts say c 
not be attained if China is primarily to rely on domestic grain prodi 
tion. 

Indeed, China has just lowered its 1990 target for grain producti 
from 450 million tonnes to 425 million tonnes as it tries to remedy t 
various causes of the decline in grain production. But the chick 


and-egg dimension of the problem will make a solution hard to find. 

In brief, China's peasants are reluctant to grow grain because the 
rising costs of inputs has made it far more profitable to grow other, 
cash crops. But the cost of inputs will remain high because of the 
energy crunch, which in turn is exacerbated by the inadequate trans- 
portation infrastruture. All of this is compounded by a dearth of in- 
vestment in agriculture, the exploitation and diminution of land re- 
sources, an often inappropriate use of fertiliser, bureaucraticintransi- 
gence and corruption as well as contradictory policy directives from 
Peking. 

Last year, Dongjiang town in Jiangsu province, long a producer of 
surplus grain, could not meet its quota. According to the China News 
Service, the peasants there — and in other villages as well — gave five 
main reasons for their reluctance to grow grain, or if they had grown 
it, to deliver their quota to the government. 

First, the higher prices of inputs has raised production costs. For 
example, the price of carbon ammonium was increased four times in 
.. 1988, from Rmb 300 (US$80.60) to Rmb 380 a tonne, while insecticide 
prices doubled. 

In contrast, the government purchasing price for rice of Rmb 35 a 
kg has held steady over the past two years. To make matters worse, 
after purchasing the grain at government prices, some township 
grain-management centres husked it and then sold the rice at 2.5 
times what they had paid for it. Many peasants asked: "If the govern- 
ment can purchase at a low price and sell at a high price, why can we 
only sell at a low price to the government instead of selling at a high 
price ourselves?" 

In fact, in some places the peasants are doing just that. In Jiangsu's 
Wuxi prefecture, there are about 
300,000 migrant workers who must 
buy their grain from non-govern- ies aes - 

ment sources. As a result, a number 450-[—— 
of grain markets have sprung up, 
where the peasants sell directly to the 
migrant workers at market prices. 

Indeed, by last December, the 
state had managed to fill only 87.8% 
of the year's grain purchase target. 
This was attributed to the illegal pur- 
chase of grain at market prices by local 
government units. 

This practice has been facilitat- 
ed by the peasants' mastery of stor- 
age methods as well as an increase 
in the number of rice mills work- 
ing year round. Thus, the pea- 
sants can husk rice as needed and 
store the surplus at home, in anticipation of higher prices. 

Further, following the tightening of money supply, the govern- 
ment has failed to pay the full contract price for grain. Fengyang 
county, Anhui province, contracted to buy 60,000 tonnes of grain for 
Rmb 21 million after the autumn harvest, but the Agricultural Bank of 
China did not have the funds. Despite a variety of loans and advances 
from the province and prefecture, the county was able to come up 
- with only half the money needed to fulfilits contract. Therefore, peas- 
ants received only half the agreed price, with the remainder in the 
form of a one-month fixed bank-deposit receipt. In other areas, the 
peasants have received only an IOU. 

So peasants either refuse to grow grain, or if they do, attempt to 
sell it at market prices. Most commonly, however, the high cost of in- 
puts and the even higher profit margin for non-grain agriculture pro- 
ducts has caused many a peasant to switch from raising grain to 
growing cash crops. 

But short of massive subsidies, there is little likelihood of the costs 
of inputs falling sharply or the price of grain rising enough to make 
growing rice as profitable as raising ducks in Wuzhen county, 
Zhejiang province, or winter wheat as profitable as rape seed in 
Jiangsu until the correctives that a free market would provide are 
available. As it stands now — and for some time into the future — the 





Birth rate 
(Right scale) 


Grain production and birth rate 


contradictions inherent in an economy that is partially market driven 
and partially controlled by the state will serve only to exacerbate the 
glut and shortage cycle for major agricultural commodities. 

For the next several years at least, the crux of the problem will con- 
tinue to lie in the shortage of energy. A spokesman for the Ministry of 
Energy noted that the energy supply and demand gap already had 
adversely affected China's economic development. 

The net result of these dual shortages is that the production of fer- 
tiliser has declined to the point where this year's harvest is 
threatened, according to State Councillor Zou Jiahua. A combination 
of a shortage of coal, electric power and funds has resulted in the clo- 
sure of some 350 small fertiliser plants, while those still operating are 
running at 7876 of capacity. In addition, some areas have not been 
abletobuy fertiliser and pesticides because ofthe tightening of credit. 

The shortage of coal will get worse. An analysis of Shanxi pro- 
vince's coal industry in the Shanxi Daily — Shanxi is China's largest 
coal producer — pointed out that not only had Shanxi's output 
growth held steady at 476 for the past three years, but no new state- 
run coal pits had been inaugurated in the past five years. Since it takes 
up toseven years to develop a coal mine, even immediate investment 
in new pits will not alleviate the coal shortage for quite some time. 

Indeed, overall investment in energy has dropped precipitously 
in the past several years. For example, the proportion of investment 
in energy dropped from 6.5% of total investment in 1980 to 3.8% in 
1985. And in 1987, of the total investment in fixed assets of Rmb 364 
billion, less than 10% was spent on key projects. 

Investment in agriculture has declined even more sharply. It aver- 
aged about 10% of total state investment funding between 1968-85. 
In 1986 it fell to about 3% of the total 
and rose slightly to 4.8% in the follow- 
ing year. Investment in agro-industry 
has dropped as well and by 1987 ac- 
counted for only 3% of the state's total 
20 investment in capital construction. 

The slack has not been picked by 
either the provinces or township and 
village enterprises. In Shangdong, for 
example, investment in agricultural 
capital construction fell from 11.1% of 
the province's total capital construc- 
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5 tion expenditure in 1978 to 1.97% in 
| 1987. 
^ This year, investment in agricul- 


ture is slated to increase. Thus far, the 
Agricultural Bank of China and the 
rural credit coopertatives have 
pledged to increase their loans for ag- 
riculture by Rmb 18 billion. In addition, the bank will increase its di- 
rect investment by Rmb 9.2 billion, a rise of 21.8% over 1988. At the 
same time, rural credit cooperatives will increase their investment by 
Rmb 8 billion. The increase in the combined investments of both or- 
ganisations will result in a 68.1% increase in agricultural investment 
over 1988. Other changes are on the way. Still in the planning stage is 
an agricultural development fund to be included in governmental 
budgets at all levels. 

For the short term, the agricultural loans should solve the problem 
of the IOUs in lieu of cash that prompted many a peasant to refuse to 
sell grain last year. Additionally, the state grain purchase price is to be 
raised by "an appropriate degree." (Indicative of the problems 
caused by the state's intervention in the market is the fact that China 
now anticipates a shortage of cotton this year because in some areas it 
has become more profitable to grow grain instead of cotton. Cotton 
comes under the state purchasing plan and is a major foreign ex- 
change earner). 

In the longer term, the only mechanism that will solve the prob- 
lem of grain production is a free market. But that will be a long time 
coming since China now lacks the infrastructure — transport, com- 
munications, storage and futures markets — to make a free market 
truly practicable. a 


1988 
Source: State Statistical Bureau 1983-88 
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FOREIGN TRADE 


Illegal traders 
take the 
eloss off silk 


he decentralisation of China's foreign trade structure in 1988 

| has been a boon to small trading enterprises and speculators 

who were quick to take advantage of the unequal distribution 

of privileges, as well as opportunities arising from the uneven decon- 
trol of commodity prices and the dual currency exchange system. 

In fact, so rampant was speculation by government officials at 
every level that the characters guan dao were coined to describe such 
activities. Prices rose exorbitantly and supplies were disrupted. 
Many contracted exports were delayed even more than usual be- 
cause suppliers would rather sell to the highest bidder than to the 
traditional export agencies at the lower, fixed prices. Ironically, many 
areas have had to import materials they had sold earlier. 

The silk trade was badly hit. Like other saleable commodities, silk 
exports used to be a monopoly of the Ministry of Foreign Relations 
and Trade (Mofert) in Peking. But such a cen- 
tralised system proved to be both inefficient 
and stifling. To stimulate exports, Peking 
began to experiment with various measures 
aimed at reducing the trade monopoly of 
Mofert’s import and export corporations 
while giving more freedom to provincial au- 
thorities and individual silk producers to 
trade on their own account. 

Halfway through the year, foreign busi- 
nessmen who had contracted to buy raw silk 
from Mofert bodies at a pre-agreed price 
were asked to pay 30-50% more on the 
ground that the old prices were uncompeti- 
tive. Chinese silk growers were breaking 
their contract with Mofert and selling to com- 
panies — mostly Guangdong intermediaries 
: of Hongkong businessmen — offering 
higher prices. The wholesale price of raw silk 
thread, US$20 kg at the beginning of 1988, 
more than doubled to US$48 by the end of 
the year. The price of popular crépe de 
chine cloth also doubled in Hongkong to more than HK$40 (US$5.12) 
a metre. 

European businessmen complained that there were no ship- 
ments of silk from China — a major supplier to Europe — alllast sum- 
mer and only a trickle in autumn. During the year, exports of other 
hot items, including crucial raw materials such as steel and nonfer- 
rous metals were also abruptly stopped in a bid to curtail illegal trad- 
in 
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In a bid to establish some order in trade, Peking began to tighten 
export licence requirements in November. An export licence must 
now be obtained from Peking for every shipment of goods on a list of 
165 items. The list includes cotton cloth, silk, chromium ore and rub- 
ber — all in short supply in China. Previously, an export licence was 
required for every contract which consist of about four shipments 
each, traders say. 

However, Peking’s efforts to regain some control of trade do not 
necessarily mean the end of trade reforms. The reason for embarking 
on trade reform was because the old centralised system was becom- 
ing a liability, said Jeffrey Muir of Hongkong-based China Consult- 


China's foreign trade, 1980-88 
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ants International. Although many problems have developed during 
the implementation of the reforms, Muir says economic planners in 
China are looking for ways to plug the loopholes. Apart from tighten- 
ing up the export licensing system, Mofert says it will shut down 
those of its trading companies guilty of speculating. 

In fact, one senior official who helped draft the trade reform pack- 
age last year told the REVIEW recently that enterprises were expected 
to be the ultimate beneficiaries of the reforms. Unfortunately, the de- 
centralisation of power stopped at local administrative levels with of- 
ficials abusing their authority to enrich themselves, often at the ex- 
pense of local industries. 

In any case, observers say Peking is having a hard time wresting 
back the power it has given to provincial governments. In fact, offi- 
cials from Guangdong, known forits free-wheeling habits, pointedly 
note that the province’s flexible policies have not been curtailed dur- 
ing the current economic rectification drive. 

An official devaluation of the much over-valued renminbi is still 
on the cards and observers believe the government will be unable to 
hold out against it much longer. Over the past two years, the Chinese 
currency has been on the skids on the foreign currency blackmarket. 
Its slide against the US dollar accelerated in the second half of last year 
to as low as Rmb 7.50:US$1 on the officially recognised foreign cur- 
rency market, though in January, it recovered to Rmb 6.4 following a 
renminbi credit squeeze by state banks which had begun in October. 

Economic planners in China recognise the need to realign the cur- 
rency, particularly now that the US dollar appears to have stabilised 
against other major currencies, Muir said. They also realise that they 
are not going to benefit any more from the appreciated currencies of 
their Asian competitors, South Korea and 
Taiwan in particular, he added. 

With export growth looking as if it had 
peaked in May last year, while imports con- 
tinued to accelerate, the government is jus- 
tifiably worried about the burgeoning trade 
deficit. Although imports rose by 19% in 
the first half of last year — an alarming 
growth when compared to 1987's tightly 
controlled 1-276 growth average — they 
were still several points below export 
growth. But in the second half, the trend 
began to reverse, with import growth over- 
taking export growth, resulting in a yawning 
deficit of US$5.36 billion for the January- 
November period, according to customs 
figures. (Mofert figures show a trade surplus 
largely because the ministry includes income 
from its foreign trade corporations as well as 
assembling and processing fees in its trade 
account). Although this is still small com- 
pared to the record deficit of US$14.9 billion 
in 1985, officials are worried that if unchecked, the sacrifices made 
over the past two years may have been in vain. 

A devaluation would foster faltering exports and at the same time 
dull the appetite for imports. But with inflation now a major preoccu- 
pation, the government is unlikely to make a move until commodity 
prices show signs of easing off. Results of current anti-inflationary 
measures are not expected to show until a year from now. The gov- 
ernment will also have to consider the impact on the national econ- 
omy of more expensive imports of crucial raw materials, grain, fer- 
tiliser and other necessary purchases. 

Poor grain harvests last year on the heels of four years of stagnant 
grain output will force the Chinese to import more grain this year. 
China has already imported 12.5 million tonnes of wheat for the 1988- 
89 period and is expected to buy up to 16 million tonnes for the full 
period compared with 15.3 million tonnes in 1987-88. 

Chinese customs figures show that in January-November 1988, 
sugar imports doubled in volume compared with a year previously, 
cotton imports rose three-fold and agricultural pesticide imports 
were up 23576. B Elizabeth Cheng 
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Warmth. Hospitality. Standards of service and 
accommodation famous throughout Asia and the world. All 
these qualities are symbolized in the Moongate, flanked by 
vigilant lions and attended by an ever-serene hostess. 

All these qualities are and shall be present in four hotels 
managed by Shangri-La International, oases of luxury and 
tranquility amidst the bustle of modern China. In the capital, 
the Shangri-La Beijing is beyond compare. Its superb facilities 
are poised to delight travellers from around the globe. 

Further south, the Shangri-La Hangzhou overlooks 


the fabled West Lake, adding romantic elegance to delightful 
accommodation. The China World Hotel, Beijing, will open 
in autumn-1989 to guests who will admire the luxurious 
appointments and superb location in the heart of Beijing, The 
Traders Hotel, also to open in autumn-1989 in the China 
World Trade Center Complex, will offer amenities worthy 
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Eight offices between Shenzhen and Dalian. More 
extensive connections in China than any other foreign 
bank. To take advantage of business opportunities 
you need a bank in tune with this unique market. 


The HongkongBank group has been a bridge between 
China and the West for over 120 years. This vast 
experience with generations of China traders enables 
us to give expert help on project and trade finance, 
and to make fast local decisions. 


With over 1.300 offices in more than 50 countries, 
linked by a Global Data Network, the HongkongBank 
group gives you access to immediate market 
information on China. Or anywhere. 


For more details, contact HongkongBank China 
Services Limited at 13th Floor, 1 Queen's Road 
Central, Hong Kong, Tel: 5-82211l1; or your 
nearest office of the HongkongBank group. 


Local skills that are second to none. Fast decisions. 
And a global network. That's our strength. 


HongkongBank 


The Hongkong and Shanghai Banking Corporation 


Marine Midland Bank * Hang Seng Bank 
The British Bank of the Middle East « HongkongBank 
of Australia * Hongkong Bank of Canada 
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If you want to reach the world s 
largest marketplace, use the 
most powerful medium there. 

Television. 

CBS Broadcast International 
makes advertising on China 
Central Television (CCTV) fast, 
easy and cost-efficient. 

For four years now, as the 
only U.S. television network in 
the market, CBS has consistent- 
ly delivered a special package 
of high-quality programming 


to the vast viewing audience of 
<a c ur i ! 


special is its broad scope—a 
variety of entertainment, news 
and sports, all broadcast on a 
regular basis. 

As a CCTV program spon- 
sor, your message will reach 
over 400 million viewers, 
including China s leaders and 
decision-makers, in a package 
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that includes 64 hours of total 
programming, 52 weeks a year. 
So why not take advantage of 
the same effective advertising 
environment that is helping to 
establish a positive identity for 
such companies as The Boeing 


Company, Kodak (Export Sales) 
Limited and DuPont China 
Limited. 


For more information, call 
CBS at (212) 975-4515 or telex 
662101 CBINY and find out why 
the best way to reach China is 








FOREIGN INVESTMENT 


Credit squeeze 
puts brakes on 
joint ventures - 


By Elizabeth Cheng 


hina's economic readjustment measures, imposed last Oc- 
(: tober, are gradually making themselves felt in the foreign in- 

vestment sector despite official assurances that foreign ven- 
tures in China would not be affected. The measures, aimed at com- 
bating China's spiralling inflation, included cutting spending by all 
government departments, state- and collectively owned enterprises 
by as much as 20% in 1988 from 1987 levels. Except for infrastructural 
projects — electric power, coal and transport — spending on all other 
projects is being curbed. 

Many scheduled projects have been cancelled or postponed. In 
Peking alone, 24 of 174 scheduled building projects have been cancel- 
led and nine others postponed, according to Winston Zee of interna- 
tional law firm Baker and McKenzie. A special 30% construction tax 
has been imposed on projects using self-raised funds and bank loans. 

Many existing Sino-foreign equity joint ventures have already 
been hit by a credit squeeze imposed by the People’s Bank of China 
(central bank). Chinese partners of these joint ventures are finding it 
nearly impossible to borrow from state 
banks even though credit lines have been 
promised. Many of them are forced to seek 
alternative sources such as borrowing from 
cash-rich state enterprises — such as state 
metal trading companies — or non-bank fi- 
nancial institutions, including money len- 
ders, at exorbitant interest rates. In some 
cases, foreign partners have been asked 
to increase their equity share but without 
the possibility of extending the contract 
period. 

Effects of the credit squeeze on foreign in- 
vestors are also immediately noticeable in the foreign-currency swap 
centres, where the renminbi strengthened significantly to around 
Rmb 6.4:US$1 by January from well over Rmb 7:US$1 before the 
rectification measures were introduced. 

Sectors previously open to foreign investment are now discour- 
aged or require Peking's approval regardless of size, location or type. 
In this way, the autonomy of local authorities is being reduced and 
decision-making recentralised to some extent. The blacklist includes 
12 sectors: | | 
> Taxi maintenance, long-distance passenger coaches, cars and 
motorcycles. 

9 Film development and enlargement, repackaging of magnetic 
tapes and electrical household appliance repair. 

Shopping arcade development. 

> Cigarettes, alcoholic and other beverages for domestic sale. 

> Cotton spinning and knitting. 

> Assembly lines for TV sets, cassette recorders and radios and video 
recorders. 

» Assembly lines for calculators, refrigerators, washing machines, 
wrist watches, bicycles and sewing machines. 

> Assembly of cars and motorcycles. 

> Elevators. 

M Products in which manufacturing capacity is nearly or already 
saturated. 














> Projects which quickly recoup investment costs, enjoy a high rate 
of return and for which it is not possible to import advanced technol- 
ogy. 
b odis failing to satisfy goals of the development of the national . 
economy and those requiring centralised planning. | 
Zee notes that regulations have also been promulgated to make it 
much more difficult for developers to get approval for hotel, guest 
house and office building projects. But he adds that the rectification - 
measures offer interesting opportunities for foreign investors. p 
For example, local authorities are now going all out to encourage 
the setting up of wholly owned foreign ventures because such ven- 
tures do not require funds from the Chinese while offering employ- 
ment opportunities and foreign technology as well. In the past, Zee 
said, China often insisted on 50/50 joint ventures but now because of - 
a shortage of money, the official attitude was changing. i 
Another area that could take off is land sales, says Zee. Land sales - 
in China refer only to the leasing of land for 50 years or more. Since ` 
land sales are governed by local regulations, the rules vary from place - 
to place. With local authorities now being given more responsibility 
for raising funds for local projects, they are bound to see land sales as- 
an important source of funds, particularly of foreign exchange if the - 
purchaser is a foreign party. But in general, the rules are there to dis- 
courage land speculation. It is doubtful whether land sales could 
prove as lucrative as local authorities hope if present restrictions on 
construction were to continue. Ze 
Already two important initiatives made last year to improve trad- —. 
ing ties with Japan and South Korea are being threatened by China's —.— 
economic belt-tightening. Unlike the rush by Japanese companiesto 
invest in Thailand last year, “there is no rush to invest in China even < 
after the investment protection treaty signed in China last August," 
said Kenji Watanabe, director of Yamaichi International (Hongkong). 
The treaty gives Japanese investments most-favoured nation treat- 


China's foreign investment trend 





ment in China and accords them equal treatment with domesticstate — 
enterprises, particularly in terms of raw material and power supplies. 

Watanabe, however, holds out a ray of hope. He believes that 
Thailand is now less attractive to Japanese companies because of ris 
ing labour costs and infrastructural facilities not much better than 
those in China. By comparison, labour costs — a prime consideration 
for most Japanese investors — in China arestill much cheaper, he told 
the REVIEW. Also, Japanese investors were now more aware o 
China's infrastructural shortcomings and the system of operation, so 
their expectations have also become more realistic, he added. 

After a flurry of moves by Chinese and South Korean officials las 
year to develop direct trading and investment opportunities, some 
analysts say the recent spending freeze in China has somewhat dam. 
pened the growing Korean investment interest, much of which hap- 
pens to be in sectors that are blacklisted. 

In contrast, Taiwan investments continue to soar despite inevita- 
ble difficulties arising from the lack of direct diplomatic and economic 
tiesbetween China and Taiwan. Taiwan investors continue to be sur- 
reptitious in their China dealings — no big Taiwan businesses are 
known to be involved as yet — often using Hongkong middlemen as 
partners or managers in their China ventures. Most of the Taiwanese 
investments in China are found in Fujian province, the ancestral 
home of the majority of people in Taiwan. E 

According to statistics from Fujian, Taiwan investment in Xiame 


















— one of China's five special economic zones (SEZs) and the one 
geographically closest to Taiwan — totalled US$82.29 million in 1988, 
. or 52% of Xiamen's total foreign investments, surpassing for the first 
time the volume of investments made by Hongkong businessmen. 
. Some Chinese academics have even proposed the establishment of a 
Small Taiwan sez spanning the cities of Xiamen, Zhangzhou and 
Quanzhou in southern Fujian. 

While foreign investors still face many obstacles, the nature of the 
problems is changing. Although problems with power shortages, 
ambiguous rules and regulations, arbitrary charges and bureaucratic 
. red tape still exist, these are gradually being resolved as local au- 
- thorities try to improve the situation. Increasingly, complaints now 
_ centre on difficulties in recruiting skilled and capable manpower from 
- the local labour force as joint ventures upgrade their level of technol- 
. ogy or transfer more management responsibilities to local staff. The 
low level of discipline among Chinese workers continues to pose 
"headaches for foreign investors, often requiring hands-on supervi- 
< Sion by them. 
— — A joint venture which does well and wants to reinvest or expand 


| hina's four established special economic zones (SEZs) — Shen- 
| zhen, Zhuhai, Shantou and Xiamen — are in for a rough ride 


pm this vear with the loss of more policy privileges. Hainan, the 
_ fifth SEZ formed just last May, is still struggling to sort itself out. 


The sezs’ "specialness" as low-tax, low-cost investment areas has 


v been gradually pared for some time already even as a wider expanse 


-< of China opens up to foreign trade and investment. Similar tax con- 
|. cessions and other preferential treatment are being offered outside 
_. the SEZs, and in some areas such as the huge assembling-processing 
-.: ity of Dongguan in Guangdong province, taxes can be even lower 


than what the SEZs are able to offer. 

` Labour costs are also cheaper in areas outside the SEZs while an in- 
creasing number of inland provinces are vigorously vying for foreign 
investments with promises of lower overheads — about 20-30?5 less 
than those in Shenzhen. Even the sEZs' long-standing export 
privileges have been undermined as China's foreign trade reforms 
spread to other areas. 

The sEZs, meanwhile, have been slow to take advantage of their 
privileges to improve administrative efficiency, create a rational mar- 
ket system and retain the initiative in enterprise reforms. Business- 
men continue to complain about the amount of paper shuffling they 
have to do even after production has begun. Despite promises of a 
one-stop department, setting up a foreign enterprise in Shenzhen 
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its production capabilities will find that it cannot automatically diver- 
sify to take advantage of changing market opportunities. The man- 
ager of a large cotton mill joint venture in Nanning, Guangxi pro- 
vince, told the REVIEW that he wanted to expand the mill's production 
facilities to garment making but was told by local authorities that he 
would have to set up a new company with new capital and a new 
contract — not the money earned from the existing mill — and that 
the whole process could take a year or more. The manager of another 
factory producing electrical tools in the city agrees that this is a major 
problem facing successful joint ventures. 

Meanwhile, on paper at least, the number of newly formed for- 
eign investment contracts is increasing, according to the State Statisti- 
cal Bureau. Of the US$3.99 billion pledged direct investment ap- 
proved in January-November 1988, up 45% on 1987, only US$1.93 
billion was actually used, up 60%. Approval was also given to con- 
tracts for the setting up of 240 wholly owned foreign enterprises, a 
six-fold increase over the same 1987 period and 30% more than all of 
the preceding nine years. Total investment value involved was 
US$290 million. a 


still requires approval from more than 30 government departments, 
and even more forms to fill. The paperwork is not finished when an 
enterprise is finally set up. Official approval will still have to be sought 
atevery stage of production. 

Enterprise reform appears to be developing at a faster rate else- 
where than in the SEZs where the system of contract management has 
only just been adopted. Shenzhen and Zhuhaiare already hard hitby 
the general grain shortage in Guangdong province which has failed 
to negotiate for enough rice from grain-rich provinces. Rice coupons 
are being issued for the first time in Shenzhen to regulate consumer 
purchases and enterprises are being asked not to hire workers from 
other provinces in an effort to conserve local grain supplies. Grain has 
also been smuggled into Shenzhen. 

The SEZ authorities have also failed to tap the substantial volume 
of floating cash in the area for infrastructural development. The tax 
system is inefficient and in many cases arbitrary. Instead, many offi- 
cials have simply squandered the new freedom on themselves and 
their friends and relatives. 

Following increasingly harsh complaints from a number of pro- 
vincial governments against the special privileges still enjoyed by the 
SEZs, the central government recently moved to further narrow the 
gap by removing the SEZs’ most apparent benefit — the 100% foreign 
exchange retention rate — effective January this year. Until this year, 
the SEZs were allowed to retain all the foreign exchange they have 
earned through exports while other areas in China were allowed to 
retain 30-80% of their foreign exchange earnings, with the balance 
going to the central government. 

With their complete control of foreign exchange earnings, the SEZs 
— three of which are in Guangdong — were able to convert their hard 
currency at the foreign currency swap centres for renminbi at rates 
far better than the official exchange rate. Loaded with cash, SEZ mer- 
chants were able to outbid other companies on their home ground for 
goods in short supply. This disrupted the fragile domestic supply 
system, raised prices substantially in the poorer areas, and reduced 
export earnings of some of the provinces bordering Guang- 
dong. 

acer because of its proximity to Hongkong, is a favourite ex- 
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port outlet for most of China'ssouthern provinces. Almost every pro- 
vince in the country has representative offices and trading companies 
in the SEZ. | 

Many of these export enterprises were also able to take advantage 
of Shenzhen’s foreign exchange benefits. But now with the reduction 
in benefits in Shenzhen coupled with the national drive to fight infla- 
tion and freeze spending, many of these companies will be forced to 
withdraw from Shenzhen this year. 

Shenzhen officials say, however, that the new foreign-currency 
policy will not affect foreign investments in the SEZs. The officials be- 
lieve that under the new policy, Shenzhen alone stands to lose 
US$50-70 million a year. Taking last year’s export figures as an exam- 
ple, an official pointed out that of the total SEZ's foreign exports of 
US$1.8 billion, only US$600-700 million was actually net foreign cur- 
rency earned by the zone and will therefore be affected by the new 
policy. 

The rest is mostly from foreign invested ventures which are still al- 
lowed to retain all their foreign-currency earnings. The loss is com- 
puted after making allowance for repayment in renminbi at the offi- 
cial exchange rate by the central government of that portion of the for- 
eign currency allocated to the state. 

Thomas Chan of the University of Hongkong's Centre for Asian 
Studies predicts that with the widely anticipated slowdown in Shen- 
zhen's industrial growth this year, the SEZ's exports are unlikely to 
better last vear's figures, they might even be worse. Besides, he said, 
last year's industrial output growth of more than 40% is deceptive, 
especially since October, as it could have reflected panic buying of 
low value-added consumer items, such as towels, soap, matches and 
soon. 

Apart from the nationwide credit squeeze, which is expected to 
last through the year and will thus hit not only planned construction 
projects but also all kinds of productive industries, Chan also sees a 
stabilising, if not declining, of the assembling and processing indus- 
tries which rely largely on Hongkong orders. Hongkong's export 
growth is strongly influenced by the economies of its major markets, 
including the US, and some economists expect that last year's 


buoyancy will not be repeated in 1989. 
M zhen's debt-servicing burdens. The sEZ's external debts 
have been piling up while direct foreign investments are fall- 
ing. State Statistics Bureau figures show a 43% decline in direct for- 
eign investments actually used during the first half of 1988 compared 
with the same period a year ago. But the amount of foreign invest- 
ments utilised in Shenzhen during the period — US$58.04 million — 
was still far greater than the other three SEZs. 

Of the four, Xiamen appears to have fared the best last year, 
helped to a large extent by growing Taiwan investment interest. It 
chalked up a 375% increase in direct foreign investment actually used 
during the first half of 1988 at US$15.79 million, while exports rose 
152% over the same period to US$234.1 million. However, its foreign- 
exchange income from exports was down 17.6% over the year ago 
period to US$50.86 million. 

Hainan’s performance has been disappointing so far. Its rules and 
regulations are as yet unsettled and subject to arbitrary changes. It too 
is being affected by the country’s economic rectification measures. Al- 
though Hainan recorded impressive export growth rates for the Janu- 
ary-September period last year, up 324% over a year ago, its imports 
have also increased heftily. Much of its export increase was due to 
sale of imports to the mainland. Unlike other provinces, enterprises 
on Hainan has more freedom to import and this has resulted in many 
mainland enterprises setting up offices on the island to take advan- 
tage of the special privilege. But recently, this privilege appeared to 
have been stopped with mainland customs authorities apparently re- 
fusing to let the goods in. 

Hainan authorities say that so far, about US$400 million worth of 
contracts have been signed with foreign investors, the largest being a 
US$300 million prawn breeding project by Thailand's Chia Tai group. 

u Elizabeth Cheng 


eanwhile, poor export performance would affect Shen- 





SOCIET Y 


Economic woes | 
plague the 


national mood 


hina has plunged into pessimism as its social, economic and 
political problems have multiplied. From housewives to intel- 


lectuals, there is a feeling that the future is uncertain and dif- 








ficult. mH 
Many expect the present stalemate ib last for two to three years, 
before China recovers her spirits and momentum of reform. Some _— 
however fear that China may be trapped in a prolonged period of © 
stagnation as the Soviet Union was under Leonid Brehznev. ONE 

Not so long ago China was full of hope that she would join the _ 
ranks of medium-income countries. “Two or three years ago, our. 
goals were clearer: to stimulate the economy and the market in par-. ~ 
ticular,” noted Yan Jiaqi, a prominent political scientist. "Everything = 
was going well and people believed reform would be completed 
within a few years. But now, with inflation, corruption and other. 
problems, the morale of Chinese is very low. They are uncertain — 
about the future. Modernisation now seems so far away, maybe _ 





another 20-30 years." 


The rapid change of public mood began around end-1987, when 
pork rationing was introduced in the cities. Although the move made ~ 
economic sense in dampening demand to allow supply to catch up, = 
the return of ration coupons after years of abundant supply wasa 
powerful symbol to many that something serious was wrong. As _ 
shortages spread to vegetables, matches, toilet papersand otherdaily _ 
necessities, society became increasingly restless. — ON 

Why are Chinese reacting so fiercely and angrily against price rises. __ 
when they have had a decade of prosperity to cushion them from 
short-term losses? Even the fiercest government critic would agree _ 
that his livelihood has improved drastically since 1978. Se 

Until 1987, there was real wage growth for most people. Inflation : 
was negligible until the last few months of 1987. Prices are rising, but 
this is not the kind of hyperinflation that cuts the valueofthecurrency _ 
by half or more overnight. The household purse has become tighter, 
but not empty. Moreover, most people have been partly compen- 
sated against inflation by extra bonuses, free food and clothing pro- _ 
vided by their work units. E 

The steep rise of inflation from 7.3 % in 1987 to 18.5% in 1988 di 
make difficult the lives of pensioners, fixed-salary earners, academics 
and others whose workplaces are unprofitable and pay no bonuses. : 
But with the economy growing at 10-11% for three consecutive years, 
a large section of the population should have become better off. — 

Chinese are angry with inflation because it comes together with . 
corruption, income disparity and social injustice. Inflation may en- 
able an ordinary worker to get an extra bonus of Rmb 100-200 more 
year from his money-making factory, but he will still be unhappy be 
cause his superior is making much more from kickbacks or other im 
proper means. “Social unfairness” has got worse with the break 
down of central authority and comes at a time when new wealth i 
being created rapidly but distribution is unequal. Inflation therefor 
has powerful destabilising effects that go beyond a mere decrease i 
standard of living. | Uu 

For urban people, inflation is particularly disturbing because the 
have been living with stable prices and income for decades. Unlik 
farmers who are more used to the fluctuations of income associated 
with crop harvests, urban dwellers have been protected financial 
since 1949 by state subsidies and social welfare facilities. With price 











































. changing every day, they feel life hasbecome riskier and more unpre- 

dictable. Without labour mobility and limited opportunity to make 
extra income, urban dwellers can only look to the state for compensa- 
tion whenever prices rise. 
For intellectuals, inflation is not the main source of discontent. 
They are disappointed with the continued autocratic nature of the 
party and the incompetence of the government. The anti-bourgeois 
liberalisation drive in 1987 to silence dissidents, in particular, alien- 
ated many intellectuals who had trusted the party's word that it 
would never launch another purge. In 1986, it was the party which in- 
vited intellectuals to air their views frankly and promised that no one 
‘would be punished for what they said. A few months later, the party 
reneged on its promise and purged some of the best known intellec- 
ials, many of whom had been loyal party supporters. 





isillusionment with the party became more widespread after 
the mismanagement of the economy in 1988. The decision to 
KZ press ahead with price reform in mid-1988 was made without 
ride consultations with economic advisers. It was decided by those 
tthe top who were convinced that price reform was a quick, if pain- 
. Way to solve most economic problems. To many, the clumsy 
tice reform attempt and the rapid retreat from it, was further evi- 
dence that the present leadership has reached its limits in carrying 
wough complex reform. 

.. The intelligentsia is also in despair over the slow pace of political 
x form. Important policies and personnel changes are still decided by 
-a few people and on an ad hoc basis. Despite the promise of greater 
"transparency" atthe party congressa year earlier, the party has actu- 
ally withdrawn more from the public. The press is more tightly con- 
trolled, and there is less real communication between the govern- 
ment and the public. 

— The party itself is in disarray. It has been confronted by problems 
-from all sides: complex economic problems, unrest in Tibet, wide- 
spread corruption, deterioration of public order, restless youth and 
|. increasingly vocal intellectuals. It has no experience in handling the 
. newly emerging pluralistic society, while its old controls have be- 
- come uneffective. 

e In economics, its administrative orders to slow down overheated 
| growth are ignored by localities. In ideological control, it cannot mus- 
«ter enough support and determination to conduct a purge of dissi- 








|" CORRUPTION 





















:7 et another survey has shown that most Chinese feel that em- 
WM  bezzlement and the taking of bribes by public officials are the 
. major threats to social order. The solution is to start yes another 
anti-corruption campaign. 
_ The campaign will do little to decrease the now rampant bureau- 
cratic corruption, but the impact of that corruption will continue todi- 
minish the authority and fundamental legitimacy of the present re- 
-gime among the masses. At the same time, conservatives among the 
; political élite will use the increase in corruption to attack the present 
reform programme. 
. Indeed, most believe that corruption in China will continue un- 
necked until the basic contradictions inherent in the present eco- 
omic order are resolved. This must be accompanied by a diminution 
f state power in the economic sphere — a reform the leadership is 
oath to initiate. 
- Clearly, there is now a groundswell of opinion that China's 
ureaucracy is corrupt — and that this corruption is getting worse. 
he results of the latest poll, co-sponsored by the Institute of Socio- 
ogy of the Chinese Academy of Social Sciences and the State Statisti- 
cal Bureau, bear this out. 


dent intellectuals. In party matters, it fails to police its own members 
against corruption. 

With a feeble central government, a dying ideology and other 
much-weakened institutions of authority, Chinese society is drifting 
in search of a new sense of orientation. Chinais “disintegrating,” said 
leading dissident Fang Lizhi in a recent interview. 

This sense of chaos and breakdown of normal order is evident 
from many small details in everyday life in China today. Trade wars 
over grain, cotton and other scarce commodities are fought all over 
the country. So-called red-ribbon documents from the central gov- 
erment no longer carry the same authority as they did in the past. 
The restriction of grain coupons and resident permits can no longer 
effectively restrain the movement of people, especially peasants. In 
each typical big city today, there is a mobile population of 1-2 million. 

The work unit no longer exercises overwhelming influence on an 
individual, as young people find new jobs and alternative channels to 
obtain the same benefits which were once offered exclusively by the 
employer. Dissidents who have been silent for years suddenly have 
become vocal again. 

To many Chinese, the present disorder is reminiscent of troubled 
times when a ruling dynasty declines. Others say the nation lacks 
cohesiveness, with each individual pursuing his own interest and 
disregarding the harm he is doing to his unit or society. 

The optimist says the breakdown of the old order precedes a new 
one, but the process will take time. “Many used to think that reform 
would take only about 10 years: three to four years for rural reform, 
and another five to six years for urban reform,” said Zhang Shaojie, 
an economist at the China System Reform Institute which was closely 
involved in reform in the early 1980s. 

“We know successful reform requires economic and political re- 
form to go hand in hand. But economic reform alone includes a host 
of issues such as enterprise reform, the setting up of the market and 
the development of new macroeconomic controls. Political reformin- 
cludes promotion of law, the separation of the party from the govern- 
ment anda modern civil-service system. Each of these will easily take 
five to 10 years. There's no such thing as a single grand plan that will 
solve all the problems. Progress will just have to take its course," said 
Zhang. Judging from the large number of Chinese, especially young 
ones, planning to leave the country for good, many are getting tired 
of waiting. u Louise do Rosario 


ill mired in muck 


Last August, questionaires were sent to 12,000 workers in 16 
cities; 9,939 responded. A broad spectrum of the urban workforce 
was polled. Manual. labourers accounted for 36% of those who 
answered the questionaires and non-manual workers the remainder. 
A third of those polled were graduates; about two-thirds had a mid- 
dle school education and 4% had little or no schooling. Of these, 45% 
were members of the communist party. The poll also indicated that 
party members and officials were more optimistic about the pros- 
pects of solving existing problems than were ordinary employees. 

Some 46% of all respondents believed that embezzlement and 
bribe taking by government employees were the major social prob- 
lem, while some 35% replied that the major problem was the reluc- 
tance of people to stand up against hooliganism or other criminal of- 
fences in public places. The remainder believed that the increase in 
serious economic crime, and crime in general, was the major threat to 
social order. 

In the political sphere, the three major problems were defined as 
improper deeds committed by party members (63%), bad behaviour 
(55%), and a belief that only lip service was paid to democratic elec- 
tions (28%). 


The survey also bears out the fears of the leadership that the 
party's prestige is on the wane. A mere 24% of the respondents be- 
lieved that more people today than in the past wanted to join the 
party, while 35% felt the reverse. Moreover, some 61% put the blame 
for the rise inlawlessness on the propensity of government officials to 
take advantage of their position to break the law. A minority cited lack 
of knowledge of the law or loopholes in the present law as the princi- 
pal determinants. 

As expected, the single overriding concern of almost all respon- 
dents was inflation. One survey, conducted recently in Guangdong 
province, found that most of those surveyed linked the actions of offi- 
cial profiteers and “market tyrants” to the present inflationary spiral. 

Now, a new anti-corruption campaign has been initiated. On 16 
January, the official People's Daily published the minutes of the 30 De- 
cember meeting of the secretariat of the Party Central Committee. 
The meeting, chaired by General Secretary Zhao Ziyang, decried the 
fact that the year-old anti-corruption campaign had failed and new 
measures to attack bureaucratic corruption were proposed. 

Specifically, Zhao called for the establishmentof a nationwide net- 
work of corruption-reporting centres. The public should be encour- 
aged to report criminal activities, various supervisory bodies should 
be strengthened and new organs set up when needed. 

This, many believe, will prove counterproductive. Rather than re- 
ducing the number of officials with administrative control over busi- 
nesss dealings, the present scheme will add even more layers of gov- 
ernmental supervision, and thus enlarge the body of officials who 
must somehow be bribed if businesses are to get things done in the 
present economic environment. 


n another, related move, government and party officials have 

been given an end-March deadline to resign from commercial 

posts or face severe disciplinary action. But there are exceptions. 
Otficials serving in non-profit oriented companies designed to im- 
prove the working and living conditions of staff in their own depart- 
ments may keep their posts. Also exempt are those under contract in 
aforeign-funded joint venture. However, those individuals are not to 
receive any remuneration from the enterprises for the remainder of 
their contract. As one economist noted, the exceptions are broad 
enough to render the ban almost meaningless, particularly as the de- 
finition of “non-profit organisations" covers the gamut of non-manu- 
facturing firms. 

Both moves, though designed to cut back on opportunities for cor- 
ruption in what is termed the "new environment" do not fit the 
realities of that new environment. Most economists feel that short- 
ages will get worse in the next year or so. | 

China scholar Prof. Dwight Perkins has noted that: "When you 
have a system riddled with controls, the people that sit at the levers 
can earn a lot of money if they're prepared to use that power to force 
people to pay them off in one form or another. That will imply that 
one of the solutions to the corruption problem is to get rid of a lot of 
those controls . . . China . . . is riddled with controls. Now, you can try 
to deal with it by having education campaigns and firing lots of 
people, having elaborate control systems and police and so on, but 
unless you're prepared to go back to the sort of draconian controls . . . 
that they had 15 or 20 years ago, then it's going to be very difficult to 
control corruption by those means. The best way to control it would 
be to push ahead with reforms and give people far fewer oppor- 
tunities to make their ill-gotten gains, by getting rid of these kinds of 
controls...” 

In sum, China's leadership appears not to understand the root 
causes of corruption — or if it does, has turned a blind eye to those 
root causes. As in the past, it is content to rely on a media attack on 
corruption, more supervisory bodies and the issuance of even more 
laws which will give rise to even more sophisticated — and most 
probably corrupt by Chinese definition — ploys to circumvent the 
laws. Rather than voluntarily giving up some of their powers in the 
business and commercial spheres, the leadership has elected to allow 
those powers to be increasingly threatened and corruption will con- 
tinue to undermine the legitimacy of their power. 8 Ellen Salem 


POPULATION 


It all depends 
on how l 
vou count them 


eking has publicly abandoned its long-held goal of holding its * 
population to 1.2 billion by the end of the century. Indeed, | 
Chinese and foreign demographers have voiced fears that the 
population could swell to 1.3 billion by 2000, and top 2 billion by the: 
2030s, if current birth control practices are not changed. E: 
But even these forecasts could be short of the mark. Consider the ` 
results of three separate surveys: ae 
> According to an 1988 survey the births of about 1 million of the 
children born to transients were unrecorded; m 
> Some 16.75% of children born between January 1987 and October . 
1988 were not registered; a 
V Abnormal sex ratios at birth suggest that some 2% of the popula- - 
tion has not been counted for several years. E 
The implications of these studies have yet to be fully factored into’ 
China's present population statistics and projections of future popu- 
lation growth. In fact, population statistics are now increasingly con- - 
tradictory, though this could be a prelude to increasing accuracy. Ac- 
cording to the 1988 China Statistical Yearbook, the birth rate in 1986 
stood at 20.77 per thousand and increased to 21.04 in 1987. But the - 
latest statistics from Peking hold that the 1987 figure jumped to 23.26. - 
Nonetheless, earlier figures have yet to be amended. An undercount- 
ing by 2% in 1986, as suggested by the abnormal sex ratios at birth 
alone for example, would suggest a birth rate of 21.27 per thousand, 





and not the presently published rate of 20.77. 


It should be pointed out, however, that demographers were prob- 
ably unaware of the extent of the underestimation of China's birth 
rate until the results of the July 1987 1% population survey were 
analysed. In that national inter-censal survey conducted by the State - 
Statistical Bureau, 10 million people in more than 1,000 cities and- 
counties were surveyed. | 

While all of the results of this, and other surveys, have yet to be - 
thoroughly analysed, it is clear that birth rates have been grossly un- 
derestimated for several years — most probably from 1984 when the 
modified one child policy was adopted. The statistics, rough though : 
they are, also point to an increasing laxity in the administration and 
implementation of the birth control programmes. Most importantly, 
they highlight an increasing tendency, primarily of China's rural 
populace, to violate China's birth control regulations. Most often the : 
motivation is the desire for sons. The three studies referred to above - 
make this clear. Additionally, changes in the economic stucture have _ 
facilitated the fulfilment of this desire and, at the same time, given the ` 
peasants additional economic incentives to conceal new births. 3 

A survey of new births conducted by the State Statistical Bureau - 
between January 1987 and October 1988 found that 16.75% of babies 
born in that period were not registered. In urban areas, only 2.35% of- 
the sample were not registered, but in rural areas, the percentage of 
unregistered babies rose to 31.85%. = 

In the past, comments the State Statistical Bureau, rural villag: 
adopted a rationing system based on a family head count, which pr 
vided peasants with many of their daily necessities. Now, rural: 
lages have abandoned such a system and instead adopted a la 
lease system, normally of a 15-year tenure. Thus, peasants derive n 
benefit from registering new born babies. In addition, in some areas. 
levies for rural services such as education, water conservancy an 
road building are imposed on a per head basis. Thus, the registerin 


















cos UPOWHUTISINGCEn dS CaN LaDy, ASCCOTOTITIB tO Me stivey, /U7o ot 
^: those who failed to register births did for this reason. 

| Other reasons for failure to register births include the fear of heavy 
|" punishments — unspecified — to be imposed by the authorities in 
=. some areas on families who have a second child or on the mothers of 
-. children born out of wedlock. However, the imposition of punish- 
*.. ments for unplanned births varies greatly from area to area. 
' Beyond that, the Statistical Bureau found, some births have gone 
;; unregistered because the compilation of village statistics is left to indi- 
^. viduals who have no training in statistical work. 
"^. This problem is compounded by the fact that migrant workers 
who move from villages to the towns cannot re-register their house- 
holds, and thus their children cannot be registered unless they return 
to their original domicile. 
.. This can present problems for those families who wish to register 
their children, since school admisison, and a range of other social ser- 
vices — including family planning — are available only to registered 
= Over the past several years, China's migrant population has 
grown considerably. In 23 of the 
‘country’s largest cities alone, there 
are an estimated 10 million migrants. 
According to a 1% sample survey in 
1987, the number of inter- and intra- 
provincial migrants had risen by 
more than 80% in a four-year period. 
‘From the survey, it is clear that the 
total number of migrants is far in ex- 
cess of 10 million. 
=z According to Xinhua, couples are 
|, moving to counties and cities on pro- 
— -vincial borders to escape the one child 
policy because law enforcement 
tends to be lax in border areas. Many 
_» already have three to eight children 
-. and tend to stay in their temporary 
_ home until the desired child or child- 
| ren — invariably male — are born. 
«^ This desire for sons shows up ina 
^... more exact study as well. The calcula- 
_ tion of sex ratios based on the results 
|. Of the 1987 1% population survey 
Shows that the reported sex ratio for 
_. 1986 was 110.94 — a 4.94 variation 
“from the expected norm of 106 male 
live births to 100 female live births. 
"The highest deviations from the norm 
‘occurred in high parity births — i. e. 
or children other than the first born 
-~ in rural areas and small towns, particularly in Henan, Anhui, 
Zhejiang, Guangxi, Shandong, Jiangsu and Hubei. 
~~ According to the 1% survey, in 1986 the total number of reported 
‘female births was 120,531. If these were underestimated by about 
4.94%, then there are 5,954 females missing from the 1% sample, or 
595,400 females missing on a nationwide basis. Based on this study 
alone, this implies that over 2% of the annual births in China are miss- 
ing. More importantly, it means that present projections of future 
population growth are in error. For example, in 1986 the reported 
„crude birth rate was 20.77 per thousand. If, as seems likely, this was 
underestimated by at least 2.476, the birth rate per thousand would 
„have been 21.27. 
—.. Three explanations for this deviation from the norm are offfered: 
Yfanticide, differential abortion and underreporting of female births. 
he first is conceded to be a possibilty, but for a variety of reasons is 
ruled out as the major contributory factor in the abnormal sex ratios. 
"The same holds true for differential abortion, since amnioncentesis is 
-not widely available in the areas where the sex ratios are the most ab- 
“normal (though this practice has been reported in several large cities). 

Rather, the weight of evidence, and particularly the high incidence of 
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abnormal sex ratios in high parity rural births, coupled with the gen- 
der-based exceptions to the one child policy, point strongly to the 
widespread underreporting of female births. 

Despite Peking’s renewed call for a more stringent adherence to 
the one child policy, most feel that there is little likelihood that the pre- 
sent trends of rising birth rates and the underreporting of births can 
be sharply stemmed. 

First, it is estimated that in the next 10 years some 13 million 
women each year will be of child-bearing age. Even if each woman 
has only one child, another 13 million children a year will be added to 
the existing population base of about 1.1 billion. 

Beyond that, the economic and political factors that resulted both 
in laxity in promoting family planning policies and flagrant disregard 
of those policies can only partially be addressed (REVIEW, 25 June '87). 
Additionally, a jump in the migrant population and changes in the 
land system facilitate the underreporting of births and make it dif- 
ficult for officials to monitor family planning. 

In January, China launched its new birth control drive. No major 
policy changes have been announced. In fact, it has been reiterated 

| that the modified one child policy is 
"basically correct." Peking now says 
that the error lay in the implementa- 
tion of that policy. 

Population experts believe that 
the Sichuan provincial birth planning 
rules, adopted by the province's 
People's CongressStanding Commit- 
tee on 2 July 1987 could well be 
adopted nationwide. The regulations 
themselves are similar to those 
adopted by most provinces in 1984. 
As a general rule, couples may have 
only one child. Couples may have à 
second child if they meet one of some 
15 conditions; spacing is encouraged 
and different rules apply to different 
areas. 

. The difference from past regula- 
tions lies in the stress on the legal 
means of the enforcement of birth 
control policies rather than economic 
sanctions alone. In addition to fines — 
which were never very effective — 
couples who violate the family plan- 
ning regulations are now threatened 
with investigation by the people's 
courts and other higher authorities. 
For example, cadres who have child- 
ren not covered by the plan will not 
only be fined, as in the past, but new rules say that units where they 


work are also to apply disciplinary measures "according to the seri- 


ousness of the case." 

Doctors, nurses and family planning personnel who violate the 
regulations or accept bribes will be subject to judicial investigation 
and punishment. And those who "insult, threaten and beat doctors, 
nurses and working personnel in charge of birth planning work . . . 
will be subject to the public security organs who will handle the case 
according to the "PRC Regulations Concerning Public Security Man- 
agement and Punishment." 

Butasthe Population and Development Reviewnotes, though the reg- 
ulations sound tough, the linkages between policy and practice are not 
dose. Indeed, there are many reasons to doubt the causal relationship 
between the slight drop in the birth rate in Sichuan and the implemen- 
tation of the new regulations. Rather, it is posited that the reported 
drop in births could be the result of failure to report births or tampering 
with birth records. In any event, the range of violations of the family 
planning regulations contained in the new law are a clear indication of 
how difficultitis to enforce the one child policy — and indicative of the 
length families will go to obstruct that policy. s Ellen Salem 


FOREIGN RELATIONS 


A bad year at - 
home, but 
better abroad 


By Tai Ming Cheung in Hongkong 


string of foreign policy coups salvaged what was otherwise a 
A ses Year of the Dragon for China's leaders. A Deng Xiao- 

ping-Mikhail Gorbachov summit was arranged after all of 
China's stringent pre-conditions to normalisation of Sino-Soviet rela- 
tions were met. A Sino-Vietnamese agreement was reached, paving 
the way for an end to the protracted Cambodian conflict. Chinese in- 
fluence and foreign exchange coffers were boosted by the sale of long 
range ballistic missiles to Saudi Arabia. US President George Bush 
was to visit. Even Alfred Hitchcock would have had difficulty top- 
ping a more dramatic performance. | 

Certainly, China's foreign policy throughout the 19805, consistent 
and on the back burner, offered few clues that major twists and turns 
were in the offing. Given China's traditional caution and conser- 
vatism in reacting to external events, the speed and extent to which 
Peking embraced Moscow's peace moves were surprising, even 
though the Chinese pre-conditions on normalising relations — à 
Soviet withdrawl from Afghanistan, lowering of Soviet troop levels 
on the Sino-Soviet border, and Soviet pressure on Vietnam to simi- 
larly pull outits forces from Cambodia — took a decade to be realised. 

With decision-making concentrated among a few of the most 
senior Chinese leaders, however, the ability to initiate dramatic de- 
partures from established policies is not a difficult step to take. China 
is renowned for its foreign — and domestic — policy U-turns and zig- 
zags. The current Sino-Soviet rapprochement, whichis due primarily 
to Moscow’s efforts, is less remarkable, for example, than the 
Chinese-inspired establishment of Sino-US relations in the early 
1970s. 

Nevertheless, Sino-Soviet détente is one of the most important 
events in China’s foreign policy since Sino-US normalisation. The 30- 
year Sino-Soviet rift has been one of the defining characteristics of in- 
ternational relations, especially in Asia, since the split in 1960. Va- 
rious disputes and rivalries that have fed on the confrontation, in par- 
ticular the Cambodian conflict and, more tentatively, the reunifica- 
tion issue on the Korean peninsula, are now inching gradually to- 
wards the negotiation table or settlement. 

The Deng-Gorbachov summit, scheduled for mid-May, will be 
the symbolic cap on the rapprochement process, though analysts 
agree that relations are already fully normalised. The only major out- 
standing issues that remain to be tidied up, some of which may bead- 
dressed at the summit, include the restoration of communist party 
ties and a complex territorial dispute on parts of the Sino-Soviet bor- 
der. 

While the political and economic relationship grows healthy, mili- 
tary-strategic links, the bedrock of the 1950s alliance, will not be re- 
stored. Both sides harbour deep-rooted strategic suspicions of each 
other, that are more permanent than the current thaw. However, 
they have agreed to reduce military tensions and improve confi- 
dence-building measures along their shared border. This was 
boosted by Gorbachov's January announcement to pull out 200,000 
ofthe more than 500,000 Soviet troops from the Far East theatre of op- 
erations, and 75% of the estimated four army divisions stationed in 
Mongolia. Soviet military commanders have hinted that further mili- 
tary cutsin their Asian arsenal willbe announced by Gorbachov at the 
May summit. 


The détente, minus a strategic component, is indicative of Pe- 
king’s desire, since the mid-1980s, to maintain a more independent 
foreign policy posture between Moscow and Washington. In the dec- 
ade following former US president Richard Nixon’s 1971 Peking visit, 
China and the US had built up a limited strategic relationship based 
upon a shared security concem over the Soviet Union. This saw 
weapons transfers and other military exchanges. ! 

In recent years, however, a proliferation of minor irritants, such as 
US criticism of China's Tibet, family planning and arms sales policies, 
has soured the Sino-US discourse, and seen Peking edge away from 
Washington. This bickering reached new heights of nastiness when 
both countries restricted the movements of each other's diplomats 
based in Chicago and Shenyang in December. " 

A new US president (a former consul-general to Peking), and the 
celebration of a decade of Sino-US diplomatic relations should im- 
prove the strained atmosphere. The Chinese welcomed the expe ed 
accession of President George Bush, even before he was formally 
elected. However, beyond the cordiality, it is difficult to see room for 
any significant improvements in bilateral ties, at least in the short . 
term, given Peking’s equidistant stance between Moscow and Wash- ^ 
ington. The superpower triangular setup may no longer be a zero- . 
sum game, but improvements in Peking-Moscow relations willmake 
it harder for warmer Sino-US ties. OU 

Peking’s desire for a greater role in international affairs is un- 
doubted, but some of its recent moves, in particular a settlement of Ss 
the Cambodian conflict, may ultimately prove counter-productiveto | 
its aims. In January, Peking and Hanoi agreed that Vietnamese m 
troops will withdraw from Cambodia by September, and China will 
stop its military aid to anti-Vietnamese resistance forces, thereby ef- 
fectively ending external involvement in the protracted conflict. _ 
However, various details remain to be ironed out, some of which 
may be intractable, including the make-up of an international 
peacekeeping force to monitor the pull-out, and how to makea quad- 
ripartite coalition Cambodian Government work. i 

Barring serious violations of their agreement, Sino-Vietnamesere- " 
lations look set to improve, though the Chinese are still maintaining a 5 
tough stance. In mid-February, Communist Party General Secretary 
Zhao Ziyang accused Vietnam of “shirking its responsibility by- v 
separating the domestic and international aspects of the Cambodian. 
dispute.” 







number of obstacles still to be overcome. China says Vienam 

must withdraw all its forces from Laos, apologise for its dis- 
crimination against ethnic Chinese in Vietnam, end the Soviet mil- . 
tary presence in Cam Ranh Bay, and accept Chinese sovereignty over i 
the contested Spratly Islands, before full normalisation of relations is. 
possible. ce 
Beyond the reduction of military tensions along their shared bor- 
der, the extent of Sino-Vietnamese détente may not be allthatimpor- 
tant for Hanoi. Its main attention will be focused on seeking foreign: 
aid and investment, from its Asean neighbours as well as Japan, an 
even Taiwan, to help rejuvenate its ailing economy. China's main — 
source of influence is limited to military means. | E 
In addition, the deap-seated fears among some of the Asean coun- Hi 
tries, especially Indonesia and Malaysia, of Chinese intentions in the 
region, which were to some extent overlooked because of Chinese ef- 
forts in containing Vietnam, are likely to be rekindled. Asean con- | 
cerns have already begun to be heard over the fast-expanding Sino- 
Thai military relationship, and in particular the prospects of a i 
stockpile of Chinese weapons and munitions in Thailand. | 
Besides the patching up of quarrels with Moscow and Hano 
China's diplomatic offensive has also included its other two main im 
mediate neighbours, India and Taiwan. Indian Prime Minister Raji 
Gandhi visited Peking in December, the first meeting between th 
two countries’ senior leaders since their 1962 border war. The vis 
was a cautious step to re-establishing friendly relations. Little coi 
structive progress was made, however, in resolving the border di 
pute, beyond the establishment of a joint working group, and 


T he extent of rapprochement, however, will be limited, witha - 



















* "With Taian: euch the village Kuomintang r refuses to enter 
:;. into any political dialogue with Peking, economic ties are continuing 
to deepen. China-Taiwan trade grew 60% in 1988 to US$2.4 billion. 
Taiwanese tourists added another estimated US$3 billion. Taiwan in- 
vestment on the mainland is estimated to have topped US$400 mil- 
lion. In addition, Taipei relaxed its restrictions on mainlanders visit- 
ing relatives in Taiwan. 

There are also perceptible signs of a thaw and tacit cooperation in 
“non-economic areas. The defection of a Taiwanese air force colonel in 
ajet fighter in mid-February, and the hijack of a Chinese passenger Jet 
last May saw a smooth response across the Taiwan Straits. 

_ Trading contacts with South Korea, another avowedly anti-com- 
munist regime, are also building up momentum, and helping to soft- 
.entheideological lines of antagonism between the North and South. 

















Transplant. plan 
pside down 


p By Edward Epstein in Hongkong. 
- 2 I ast December, China announced that 10 areas of Hongkong 





law would be transplanted systematically into Shenzhen over 
bo the next five years. Shenzhen is China's first and foremost spe- 
|... Gal economic zone (SEZ), straddling capitalist Hongkong, a British 
P colony which will revert to China in 1997 as a special administrative 
... region. The proposal to transplant Hongkong law is not unique but is 
t part of a plan to adopt foreign law first in economically advanced 
_ cities and areas, and then in other parts of China. The plan concen- 
trates on economic matters which require urgent legal attention 
(s throughout China, suchas the introduction of a real property market 
* . and reform of the banking system. 
(0 v Atthesame time, the Shenzhen Bureaux of Legislative Affairs and 
... Justice revealed that they had drafted a set of regulations for the estab- 
_. lishment of Shenzhen's own legislature, the Legislative Commis- 
ssion, The structure and procedure of this proposed legislature is re- 
;miniscent of Hongkong's Legislative Council. 
While Shenzhen has always been a special case, these two events 
how unequivocally that some of China's leaders have not only aban- 
loned several ideological orthodoxies about law, but are also pre- 
jared to accept legal regionalism. 
| Ata recent Standing Committee meeting of the National People's 
Congress (NPC), Chairman Wan Li said that economic reform had 
been made more difficult for the lack of relevant laws and that over 
the next two vears the NPC would adopt new legislation on "com- 
panies, banking, bonds, consumer protection and so on.” Most sig- 
nificantly, he said that mature laws from foreign countries and Hong- 
. kong concerning the development of a commodity economy may be 
. received or used as a reference without having to start from scratch. 
. The role of law in China's economic reforms is thus turning the 
traditional Marxist view of law on its head. No longer is law seen 
merely as a result of the economic system; it is now an instrument 
with which to bring about economic change. Further, current pro- 
posals for the wholesale transplant of foreign law fly in the face of 
deological opposition to the reception of capitalist law into socialist 
China. For 40 years, law was said to serve only the interests ofthe po- 
itical dass which controls the ownership of the means of production. 
fter the communist takeover, this ideology was relied on to reject so- 




















The year’s various developments reflect a renewed interest in for- 
eign relations among China’s leaders. This attention is likely to grow, 
as economic modernisation provides policymakers with greater con- 
fidence to seek what officials describe as the role that befits a country 
with one-fifth of the world's population. This is helped by the fluidity 
stemming from, Chinese commentaries emphasise, the shift to a 
multi-polar world system, and the opportunities it presents in ex- 
panding influence. 

Although official assessments of the current changes in the inter- 
national system are positive, noting that confrontation and tensions 
are giving way to dialogue and relaxation, they caution that instability 
and inherent contradictions still exist, including the arms race. As one 
of the emerging poles in this new multi-polar era, China expects 
growing rivalries and frictions among the competing powers, and for 
Asia this means Japan and India. n 


called bourgeois reactionary law enacted in China before 1949, 

In 1979, as the drafting of major legal codes resumed, the debate 
revived. While cautiously affirming the class nature of law, Chinese 
theorists found a middle road by advocating the “critical” reception of 
non-socialist legal ideas. But plans for the wholesale transplantation 
of foreign law into China go further than can be justified by this mid- 
dle road. Thus, in complete contradiction of Wan Li's pragmatic pro- 
posals, Gu Ming, head of theState Council's Economic legislation Re- 
search Centre, recently affirmed that “law is a reflection of the eco- 
nomic infrastructure and can only be built on the basis of [China's] 
own socialist planned economy.' 

Apart from ideological barriers, there are some obvious practical 
reasons why it is impossible to transplant Hongkong law into Shen- 
zhen: Hongkong law is rooted in the common law and modem 
Chinese law in the civil law. These two legal traditions have institu- 
tions which are sometimes contradictory and often mutually incom- 
prehensible. The common law is based not on codes but case law de- 
veloped piecemeal from the settlement of concrete disputes. Even 
where an attempt has been made to codify common law principles, 
Hongkong legislation can be understood only by reference to case 


law. This makes it impossible tor Hongkong law to be studied or in- 


terpreted in Shenzhen without transplanting the common law as 
well, a fact of which few Chinese lawyers seem to be aware. 

The civil law tradition, on the other hand, possesses certain 
characteristics which make it easier to transplant. For example, it is 
methodically codified on the basis of an artificial logic which facilitates 
its study. In fact, the private law of Japan, South Korea and Taiwan 
was borrowed mainly from Germany and this has also influenced 
China’s civil law. Some China lawyers have thus suggested borrow- 
ing law from Taiwan. There are also obvious linguistic advantages in 
transplanting Taiwan’s codes which would obviate the need to trans- 
late common law terminology into Chinese, a nightmare already fac- 
ing Hongkong. However, this would put China in the embarrassing 
position of adopting largely the same law which was repealed in 
1949. 

From the point of view of transplanting modern commercial law, 
Hongkong law is also a bad choice. Law in Hongkong reflects the 
government's policy of positive non-intervention in economic af- 
fairs. Much legislation on commercial matters, companies, landlord 
and tenant, and employment is based on old English law, some of 
which dates from the late 19th century but without the innovations 
that have been made in Britain and other common law countries to 
suit modern economic developments. Hongkong’s legislation on 
banking and securities has also been criticised as backward and is 
now under scrutiny. It is hard to imagine how this law for the market 
place can be superimposed on a planned economy, even one as lib- 
eral and ambitious as Shenzhen. 

If Shenzhen is to be prepared for ultimate economic intergration 
with Hongkong, some of China’s leaders are not willing to accept that 
Hongkong law can be used for this purpose. However, the proposals 
for Shenzhen appear to be based on the naive assumptions that trans- 
planting Hongkong law will make Shenzhen like Hongkong. n 
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ARTS 


Fade out 
for China's 


new cinema 


By Katherine Forestier 
T henew Chinesecinema that won praise throughout the world 





isin crisis. As with so many other facets of life in China, the na- 

tion's problems with economic reform have caught up with 
cinema, where the money has all but run out for non-commercial 
films. Last year saw nothing made to capture international attention 
on the scale of Chen Kaige's King of the Children or Zhang Yimou's Red 
Sorghum. 

New films, like literature and art, face a crisis of identity — 
how to follow on from the surge in creativity and audacity 
that came as a backlash to the directors’ bitter experi- 
ences during the upheaval of the Cultural Revolution. 

China has entered a post-revolutionary period. ! 
The struggle for the population today is not over 
heady ideas, but how to make money. In this more 
mundane environment the intellectual community 
is finding itself in a vacuum, floundering to find a 
new direction and sidetracked into experiments 
with modernism that easily fall into the trap of being 
pale copies of Western trends. 

Chinese films have impressed critics since 1984. 
Foreign supporters lapped up the anti-Marxist 
tones of such films as Yellow Earth and Swan Song 
and marvelled at their artwork. These films were 
the first works for most of the directors, many 
of whom were the fifth generation of graduates 
from the Peking Film Academy, the first since 
the Cultural Revolution to go through China's 
only film school. As first films in an exciting new 
wave, some lack of professionalism could be over- 
looked. 

Many films being made now still have an experimental and even 
amateurish look, being most frequently let down by inexperienced 
acting and lack of subtlety. However, the industry can no longer be 
excused forits immaturity. It urgently needs to get its house in order if 
itis to maintain interest abroad and, more importantly, to capture the 
loyalty of Chinese audiences who now prefer widely shown Hong- 
kong and foreign films. 

It has never been easy to make quality films, but inflation and de- 
clining box office figures have increased the pressure on over-staffed 
studios to make enough money to support themselves. The old po- 
licy of allowing the profits made from commercial films to offset the 
small returns from more creative works has disappeared everywhere 
except from Xian. 

The result is a dearth of new films from directors behind the new 
Chinese cinema. Chen Kaige, whose Yellow Earth was the first of the 
new films to catch international attention and King of the Children 
maybe the best, can now be found in New York, where he has been 
making a pop video for Sting. Zhang Zeming, director of Swan Song 
and Sun and Rain is finding more artistic satisfaction in making Tv ad- 
vertisements than the commercial feature his studio wants him to 
make. Other leading directors have recently made commercial films 
that are poor shadows of their more artistic works. 

While there have been no great new films, an interesting new 
style has emerged since the end of 1987. Instead of looking back, 






Zhang: TV commercials. 


many directors have tried to reflect the new modern city life that has 
developed in China over the past 10 years. Zhang Zeming’s Sun and 
Rain and Sun Zhou's Coffee With Sugar, both produced by the 
Guangzhou Pearl River Film Studio in 1987, were the first to deal with 
the conflicts facing today's young Chinese. They have been followed 
by others such as Rebirth directed by Huang Jiexin. 

Sun and Rain is a tightly controlled work about a woman whose 
traditional attitudes leave her lonely in the midst of modern lifein the 
Shenzhen Special Economic Zone. The result, though not completely 
successful, is one of the most professional films yet made in China. 

Other films in this wave try too hard to be new. Coffee with Sugar 
looks like an abstract student film. Fancy camera work cannot make 

up for the jumble of ideas and images wrapped around the simple 
love story between a young private businessman and a forlorn coun- 
try girl who is sold off by her parents to another man. 

The more commercial cinema is also changing to the post-revolu- 
tionary situation. Propaganda films are almost completely a thing of 
the past. Instead, studios are trying to boost box office takings by 
dishing up pure entertainment — mainly kung fu and crime stories. 
These films are quickly moving close to Hongkong productions in 
what is permissable in terms of violence and sex. As far as ideas go, 
they are empty. 

Many intellectuals argue that in China there is no middle ground 
between the popular and profound to enable one film to be both. 
They say that the taste of the mass audience is too undeveloped. 

This argument ignores the fact that in the past two years, two 

ds "quality" films have been top earners. They have 
also done well abroad. Red Sorghum won the best film 
award at the Berlin Film Festival and last year made 
more money than any other film in China. Veteran 
Shanghai film maker Xie Jin's Hibiscus Town was 
China's first Hollywood-style romanticepic, success- 
fully drawing on the human tragedy of the Cultural 
Revolution. It was the first film from China to make 
big money — HK$9 million (US$1.15 million) — i 
Hongkong. Wu Tianming's Old Well, which won 
best film award in the Tokyo International Film Festi- 
val, also did reasonably well at home. 

With improved distribution, there could still be 
room for the less commercial works of directors such 
as Chen Kaige, Zhang Zeming and Tian Zhuang- 
zhuang, whose films satisfy China's intellectual 
minority. But with one centralised corporation 
still controlling distribution, young people from 
many parts of China complain that they have few 
opportunities to see such films. 

Studio heads, jealous of the international success of directors of 
"art movies," want to sideline them into what they cannot do best, 
such as making kung fu films. Other directors, they say, must be 
given the chance of making films capable of jumping on to the film 
festival circuit — as if just anyone can do so. Sucha policy is not going 
to win the industry any new friends abroad. 

In this stultifying atmosphere, Xian will play an even more impor- 
tant role as a haven for those wanting to further develop the new 
cinema. Wu Tianming, who last year resigned as studio head, is back 
in control. After being accused of corruption and other immoral ac- 
tivities by local party officials, he went to Shenzhen to set up his own 
studio. That idea did not come off, but he was enticed back with an 
offer from the embarrassed local government to support the type of 
films that had made the city famous in Western art houses and festi- 
vals. 

Films produced after the disruption of studio leadership have not 
yet been released, but directors from other studios are heading to Wu 
for the backing they cannot get at home. Only a handful will succeed. 
Even a director such as Chen Kaige finds the situation too hopeless to 
come back to China. Instead, along with Xie Jin and others, he is 
knocking on doors in the West, Japan and Hongkong for Chinese 
cinema's financial lifeline. That would have been unheard of in the 
new Chinese cinema's heyday. s 
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The beginning of March 1989, 
and the start of a new legend. 


From this date The Palace entertainment including Rumours Discotheque, 
Hotel, right at the heart of Palm Court Coffee House, Piccadilly Night Club, The Point 
Beijing at Wangfujing, will open Champagne Room (French) After, Fortune Garden 
a whole catalog of fine Roma Ristorante Italiano, (Cantonese), Palace Restaurant 


services and superb facilities. Japanese Restaurant, Room (Sichuan), Palace Spa, Billiard 

The Palace Hotel offers 570 Service, Intermezzo Lounge, Room, Business Center, 
rooms and suites, all tastefully Er Laundry and Valet Services. 
furnished and decorated, and Truly, another legendary 
incomparable dining and Palace. 
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Managed by Manila Hotel International 
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The Manila Hotel, Tel. (632) 470011. The Manila Hotel International Co. Hong Kong Sales Office, Tel. (852) 5-253262/254012. North 
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Our Korean spirit is moving in the air. It's a spirit of untiring service, ceaseless effort and ageless charm that 
of the world’s most modern fleets. And a spirit that soars around the globe to 41 cities in 20 countries on 


KOREAN SPIRIT: KOREAN DEDICATION. 





flows from Korean traditions perfected over thousands of years. A spirit advancing into the future with one 
4 continents. Fly with us soon and you'll experience the dedication to excellence that could only be Korean. 
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Festival of France in India opens with display of theatrical gadgetry: 


Gallic gala in Chowpatty 








By Lincoln Kaye in Bombay 





rance suffers from a bit of an image 

problem here, admits Frederic Jun- 

qua, Bombay coordinator for the 

year-long Festival of France In India: 
^People always associate us with superb 
wines, fine perfumes, beautiful women, ex- 
quisite art and delicious food." Not exactly 
the topmost items on the shopping list of a 
poor but industrially ambitious country. 
France would rather sell India things like 
telephone switching systems and spacecraft 
launching services. So, to catch the attention 
of potential customers for French hi-tech, 
Paris’ trade diplomats mapped out a state-of- 
the-art sound and light show to launch the 
festival. 

An unstated French objective was to up- 
stage India's patron superpower, the Soviet 
Union, which just finished its own year-long 
festival in 1988. The French festival kick-off 
was about 25% costlier than the Soviets’: re- 
portedly Rs 50 million (US$3.28 million) — 
enough to pay every one of the estimated 1 
million spectators at the hour-long ex- 
travaganza the equivalent of three days’ 
average factory wages. 

. Instead, the money went to import 150 
French “technicians” and about 130 tonnes 
worth of paraphernalia: lasers, searchlights, 
smoke generators, amplifiers and compu- 
ters. There were magic lanterns big enough 
to cover the entire Air-India skyscraper with 
images, and a pump to shoot water from the 
Arabian Sea 10 m into the air so that pictures 
could be projected onto the spray. 

The technicians deployed all their 
gadgetry along a two-mile stretch of the 
Marine Drive beachfront and put the 
equipment through its paces for about a 
week before the actual show. Pedestrians 
gawped and traffic snarled as the night sky 
suddenly blazed at random intervals with 
swirling multi-coloured lights. Blasts of hard 
rock music blurted intermittently over the 
sound system. 

Night after night, the crowds grew stead- 
ily larger. And so did the expectations for the 
final show. "They're going to write on the 
sky with lightbeams,” a pan-wallah (betel ven- 
dor) solemnly assured his customers. A 
pony leader on Chowpatty Strand appraised 
the gleaming three-storey tall spherical stage 
set erected on the beach and predicted: 
"They're going to take off in that thing like a 
helicopter." 

As a result of such overblown word-of- 
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Half man, half woman — the torment 
ofthe eunuchs: 76. 


mouth promotion, the crowds on the night 
of the actual show may have even outstrip- 
ped earlier projections. Legions of babus 
(clerks) deserted their offices early to stake 
out standing space at the seaside. Seemingly 
every pan-handler in Bombay — lepers, lij- 
ris (eunuchs), blind singers, children, 
drunks — came down to work the windfall 
crowds. 

Swank Marine Drive denizens threw 
cocktail-cum-binocular parties on their 
balconies. Suburban families packed elabo- 
rate tiffins for the occasion. Invitees with 
car passes drove at a crawl along the 
boulevard. The six-lane carriageway was 
eerily empty of vehicles, but full of drifting 
gaggles of pedestrians, despite the en- 
thusiastic efforts of hordes of baton-wielding 
policemen to clear the road. The nearer to 
Chowpatty, the more intense the crush and 
the freer the cops with their lathis (bamboo 
staves). 

As the 7:30 p.m. starting time ap- 
proached, the police sealed off the seafront 
entirely, despite the entreaties and impreca- 
tions of debarred latecomers. The crowds 
which, a moment earlier, had been surging 
across Marine Drive now stood eerily silent 
behind the bamboo barricades. Those sea- 





Hamrol: new communication concept. 


front rooftops not loaded with French 
paraphernalia bristled with police sharp- 
shooters. 

Indian Prime Minister Rajiv Gandhi and 
French President Francois Mitterrand, with 
their respective wives and entourages, 
motorcaded in at the last minute. Spurning 
the red-carpeted staircase leading to the dig- 
nitaries’ box, they ascended instead via a 
back fire-escape to their bullet-proof. plexi- 
glass cubicle. These security precautions 
were hardly excessive: Gandhi has already 
survived one assassination attempt. 

Although Chowpatty is ringed with ritzy 
apartments, the open front of the dignitaries’ 
box was positioned so as to face no window. 
This consideration, in turn, seemed to have 
determined the whole orientation of the 
show: the stage, the light shows, the giant 
video projectors, the booming sound sys- 
tem, the water screen, even the firework dis- 
plays were all directed at the First Families’ 
box. 

“Had we been able to rotate the axis of the 
whole business just about 15 degrees, we 
could have got another quarter of a million 
people on the beach,” a French production 
specialist confided. “And the hundreds of 
thousands of people along Marine Drive 
would have got much more of an overall pic- 
ture.” 

What the Gandhis and Mitterands saw is 
perhaps best described by Daniel Hamrol, 
the 36-year-old. MBA-turned-jazzman who 
scripted the show: "The encounter" [as the 
extravaganza was named] was "a new com- 
munication concept characterised by inter- 
disciplinarity [sic], exchange and decom- 
partmentalisation . . . enabling an open per- 
ception of our universe . . . to create an au- 
thentic and pure emotion among spectators, 
astonished at their own discoveries." What 
the rest of the million-odd onlookers saw 
was more like a disjointed jumble of special 
effects. 

These boiled down to a simple enough 
"story." A tribe of people (presumably the 
French) emerged from a pyramidic rock. To 
the pied-piper strains of a saxophonist (rep- 
resenting man's Artistic Impulse), they 
danced over to a huge, globular computer. 
This machine; in turn, hatched a little silver 
mannequin (named Cyborg, according to 
the script) who initiated the people into the 
mysteries of technology. 

The Cyborg, the saxophonist and their 
tribe then climbed aboard the silver sphere 
(which had become a spaceship) and 


“blasted off," amid dazzling fireworks, to a 
paradisical planet. The scene closed as two 
children — an Indian boy and a French girl — 
walkd off hand-in-hand into the pyrotechnic 
gloaming. 

Noone element of this ratatouille bore too 
much scrutiny. Gigi Caciulanu's choreo- 
graphy looked like pretty standard chorus 
line fare. The slide images impressed more 
by their size than their originality. The lasers 
and searchlights became monotonous after 
the initial novelty wore off. The fireworks, 
though, were indisputably premier cru. 

As for the promotional video icons of hi- 
tech artefacts (supplied by French com- 


panies keen to flog their wares), “we get bet- 
ter stuff in the same vein on Doordarshan” 
(the stodgy Indian Government TV net- 
work), according to Mahendra Sinha, a dis- 
gruntled photographer in the crowd. The 
only video images to provoke much of a fris- 
son from the audience were the intermittent 
French-style embraces. Indian censors nor- 
mally ban such clinches in local films and 
telecasts. 

Humdrum as it may have seemed ele- 
ment-by-element, the whole ensemble came 
off better than the sum of its parts — at least 
for those lucky enough to sit close to the dig- 
nitaries' box and the adjacent invitees’ corral. 
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Two TV soap operas vie in popularity 


War by another means 








By Jagdish Bhatia in New Delhi _ 





beautiful, mysterious woman con- 
As to marry a king if he promises 

never to question her actions; he does 
so, and she drowns, one after the other, the 
seven children born to her. Five brothers end 
up sharing the bride one of the brothers 
brings home after he is told by his mother to 
divide equally with her other sons whatever 
it is that he has brought back. This is the stuff 
of soap operas. And the televised ver- 
sion of Mahabharat, in which these 
episodes occur, is arguably the biggest 
and most controversial soap opera 
ever to dazzle Indian Tv audiences. 

The central theme of the 
Mahabharat is the great battle be- 
tween the forces of the five Pandava 
brothers and the Kauravas, fought on 
the fields of Kurukshetra. More than 
three years in the making, Bombay 
film producer B. R. Chopra's 
Mahabharat also reflects a contempo- 
rary conflict — the media war be- 
tween Chopra and his arch-rival 
Ramanand Sagar, maker of the tele- 
vised Ramayan, the other great Hindu 
epic. 

The Mahabharat’s production was post- 
poned after it was pipped at the post for TV 
clearance by the Ramayan, which took the 
country by epic storm. Stretched over 78 
»rime-time Sunday mornings, the serial 
brought the nation to a standstill. In many 
houses TV screens were draped with devo- 
tional garlands in honour of the serial's pro- 
tagonist, Rama, avatar of Vishnu, the cosmic 
preserver. The actor who played Rama, 
Arun Govil, was venerated in public as a 
deity and turned intoa political mascot by the 
Congress party which displayed himon their 
campaign platform in a by-election ploy that 


backfired. While Govil was castigated by his 
fans for selling his godly limelight for a mess 
of political pottage, the Congress was taken 
to task for injecting ersatz religion into the 
secular rites of democracy. 

Ramayan had an estimated following of 
over 70 million regular viewers, and has re- 
portedly already netted more than Rs 25 mil- 
lion (US$1.64 million). When the serial finally 
ended, agitations were mounted in several 
parts of the country demanding its extension 





Krishna's parents: more of everything. 


to include the story of Lav and Kush, Rama's 
twin sons. 

A 26-episode extension was granted and 
the return of the Ramayan brings it face to face 
with the Mahabharat, which now occupies the 
former's prime-time Sunday morning slot. 
With the Ramayan relegated to weekday 
evenings, the battle of the giants for the larger 
audience is on. But there are few doubts as to 
who is likely to win. An enthusiastic corres- 
pondent in The Indian Post summed up the 
general verdict: “If Sagar’s Ramayan was the 
opium of the masses, B. R. Chopra's 
Mahabharat can surely claim to be the cham- 


Nevertheless, local newspapers the morning 
after were generally bilious in their reviews 
(except for the Times of India, which had gar- 
nered a full-colour ad supplement from the 
French). Festival commissioner Francis 
Doré, a former ambassador to New Delhi, 
dismissed the criticism as “merely political.” 

Hamrol, puffing a cigar, held court in the 
lobby of the posh Oberoi Hotel, swapping 
name cards with representatives of French 
firms eager to tout their products abroad. His 
next productions, he said, will be in the US 
and Japan. Meanwhile, the technicians had 
already crated up much of the gear for the 
journey home. i w 


pagne. It is . . . the classier intoxicant." 

The Mahabharat has more of everything. 
More battles, more miracles, more intrigue, 
more beautiful women, more sub-plots, 
more special effects. As Chopra points out, it 
also has a higher star-rating in mythological 
terms in that the cowherd god, Krishna, a 
pivotal character in the Mahabharat, is a great- 
er avatar of Vishnu than Rama, having 
^16 gunas [attributes] whereas Rama had 
12." 

The Mahabharat is also far more complex 
and morally ambivalent. As the dialogue 
writer for the serial, Rahi Masoom Reza, puts 
it: “Ramayan has flat characters . . . Every- 
thing is black or white, good or bad. Rama 
has no faults. He is above all. His characteris 
easily projected. In the Mahabharat all the 
characters are both good and evil. Even God, 
that is Krishna, is not totally good." This 
moral ambiguity, personified by 
Krishna, the eternal pragmatist, 
makes the Mahabharat compellingly 
relevant to contemporary times. 
Perhaps uncomfortably so in some 
quarters. 

The serial, slated to start last Au- 
gust, was delayed by three months 
pending final approval by the Infor- 
mation and Broadcasting Ministry. 
Some alleged that the delay was en- 
gineered by the rival Ramayan camp. 
Suspicions, however, were also voi- 
ced that the real reason was New 
Delhi's displeasure with the opening 
sequence in which King Bharat 
bypasses his nine sons as legitimate 
heirs to his throne, saying: "The 
crown is given not by birth but by deeds." 
Apparently this was viewed by some to bea 
dig at Prime Minister Rajiv Gandhi, and 
Chopra reportedly had to depose to a special 
committee that the episode contained no 
“political overtones.” 

Because of its theme of strife and dissen- 
sion, many Hindus will not keep a copy of the 
Mahabharat at home for fear that the physical 
presence of the epic might disrupt domestic 
harmony. As the Mahabharat contains the 
Bhagvad Gita, considered by many to be the 
central scripture of Hinduism and on which 
courtroom witnesses are allowed to take their 
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oath, it is felt that the serial is even more at 
variance than the Ramayan with the country's 
professed secularism. 

Historians argue as to the authenticity of 
the events described in the Mahabharat; it has 
been calculated that some 4 million combat- 
ants were supposed to have died in the 18- 
day battle of Kurukshetra, a patently impos- 
sible figure given the probable total popula- 
tion of the country at the time, thought to be 
anywhere between 3100 BC and 800 BC. 


Others contend that the epic "contains a core 
of truth" around which "literary embellish- 
ments" have accreted. Admitting that his 
version is “a mixture of the real and the imagi- 
nary,” Chopra has allowed further “embel- 
lishments” to slip in, including Muslim 
minarets in the background. 

Eager to steal some of the thunder of Arun 
(“Rama”) Govil, Nitish Bharadwaj, the 25- 
year-old ex-TV announcer who portrays 
Krishna in the Mahabharat, has wittingly or 
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Studies prompt re-appraisal of hyras 
/ / Pl jJ NUJ 








By Arthur R. Kroeber in New Delhi - 


n 10 December 1986, Rajinder 
() Kumar's life as a tailor ended and his 

existence as a social outcast began. 
On that night he visited the east Delhi house 
of some hijras, eunuchs who dress as 
women and demand payment in return for 
their blessing of newborn children. He had 
thought the hijras were his friends, and that 
they would teach him how to play the 
drums. Instead they got him drunk and, 
while he lay unconscious, castrated him. 

For two months Kumar lay in the house, 
unable to move. After he recovered the hijras 
made him one of them, dressing him as a 
woman and taking him on their begging 
rounds. Seven months after that he escaped, 
hired a lawyer and had the hijras arrested. 
They made bail, and the case is still mired in 
the Indian courts. Kumar's wife is divorcing 
him and his children refuse to visit him. His 
own verdict is stark: "My life is finished." 

Because of stories like Kumar's, which 
surface in the press every couple of years, 
most Indians view hijras with fear. Among 
the more tradition-minded this fear is tem- 
pered by respect for the hijras’ religious 
power; some people even hire them to sing 
and dance at weddings. 

The hijras have long been ignored by 
scholars. But evidence is now mounting that 
it is a mistake to view them as a social evil. 
The hijras may provide a social outlet for 
transsexuals and sexually. confused men 
in a society where psychotherapy and sex- 
change operations are out of the reach of all 
but the ultra-rich. 

The hijras' history is something of a mys- 
tery, though references to eunuchs in the 
Kama Sutra, the Mahabharat and other 
Sanskrit works suggest they predate the 
advent of eunuchs as harem-keepers in 
Mogul times. No one knows how many 
there are. Khairati Lal Bhola, who is a social 
worker in New Delhi, reckons they number 
300,000 — with the vast majority in the 








Half man, half woman 
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Hijras at a temple in Gujarat. 


northern Hindi-speaking states and Gujarat. 

The hijras' secretiveness and hostility to 
outsiders have lent credence to their image as 
exotic gangsters. Most live in groups of five 
to 20 under a senior hijra or guru, who com- 
bines the roles of religious guide, "mother- 
in-law,” and gang leader. The guru exercises 
absolute control over the subordinates, even 
to the extent of deciding who they may talk 
to. And in large cities like New Delhi and 
Bombay, where better-educated people are 
less likely to accede to hijras' demands for 
blessing-money, many eunuchs resort to 
homosexual prostitution. : 

Partly in response to public fear and 
partly to improve hijras’ living conditions, 
Bhola launched the All-India Hijra Welfare 
Society in 1983. Bhola has three cases pend- 
ing in New Delhi courts (including Kumar's) 
against hijras whom he alleges performed 
forcible castrations. 

But the few reliable studies of the 
eunuchs suggest that cases like Kumar's are 
the exception rather than the rule. As Serena 
Nanda, an American anthropologist who 
will soon publish a book based on a decade of 
hijra research, puts it: “The hijras don't need 
to go to the risk and trouble of forcibly carry- 
ing: off unwilling young man. There are 
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otherwise added his mite to the general 
hoopla by describing the role he plays as that 
of a "global pioneer of democracy" and al- 
most in the same breath confessing: "I re- 
spect Hitler for his strong, genuine feelings. 
Nobody can make it big unless he has 
genuine feelings." 

Genuine or not, Chopra's Mahabharat is 
making it big, proving, asonecritic putit, that 
nothing in India succeeds like psuedo-religi- 
ous excess. g 


enough people who are interested.” 

Contrary to Bhola's horror stories of 
thousands of forced castrations, a study of 89 
Delhi hijras made by a team of Delhi Univer- 
sity researchers in 1983 found that only 16 
claimed to have been forced to join the hijras. 
Sixty said they believed themselves to have 
feminine personalities or had unusual in- 
terest in female clothes and activities from 
childhood. Not surprisingly, many reported 
that their families treated them badly and 
that they first went to the eunuchs for sup- - 
port and companionship. 

Nanda says hijras comprise "a spectrum, 
ranging from full-fledged transsexuals 
through effeminate homosexuals to people 
for whom the economic motive is 
paramount." The money motive is clear: 
three-quarters of the hijras in the Delhi Uni- 
versity survey came from families whose 
total income was less than Rs 500 (US$33) a 
month; individual hijras usually earn be- 
tween Rs 300 and Rs 500 a month and some 
make much more. And the hijras' traditional 
occupations of singing and dancing at wed- 
dings and blessing newborns are much more 
attractive to many than menial work. 

But Nanda also stresses that many com- 
plex social, economic and psychological 
pressures encourage men to undergo castra- 
tion, leaving many with ambiguous feelings. 
Shama, a 30-year-old hijra who lives alone in 
a lower-class colony in south Delhi, illus- 
trates these complexities. Shama is obviously 
a transsexual — unlike most hijras, who say 
they belong to neither sex, he calls him- 
self a woman. Shama began hanging around 
with hijras while a teenager. They rapidly 
concluded that he was one of them, and by a 
combination of threats and blandishments 
convinced him to join them and be castrated. 

But after two or three years he broke 
away, because the other gang members 
made him practise homosexual prostitution 
to supplement their income. Now he acts as 
a guru for four other hijras, and has re-estab- 
lished contact with his family and visits them 
regularly during festivals. 

"I m happy with what I do,” said Shama. 
"Usually I make Rs 2,000 a month. I have a 
TV. I love to dress up — I'm very beautiful 
when I put on good clothes and makeup." 
But he admitted: "If thought about the life I 
might have led [uncastrated], I'd die. You 
can't spend your time thinking about such 
things." » 
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Peacock without a perch 





The Shah’s Last Ride: The Story of Exile, 
Misadventures and Death of the 
Emperor by William Shawcross. Chatto & 
Windus, London. £15.95 (LIS$27.90). 


One of the most glamorous girls at this re- 
viewer's English boarding school was a Per- 
sian whose charm lay in her insouciant disre- 
gard of rules. Somehow she always man- 
aged to clip off a few days of term by arriving 
late from her skiing holidays or leaving early 
to meet her family in Paris. The headmistress 
was usually mollified by presents of caviar. 
Deeply impressed by this sophisticated crea- 
ture, we vaguely supposed at the time that 
she was related to someone important in 
Iran. Actually she was a daughter of 
Assadollah Alam, the then prime 
minister to the shah. 

Her family was at the centre of 
Iran's ruling class, a band of fabul- 
ously rich courtiers which included 
many ofthe shah's own kinsmen. A 
CIA report in the mid-1970s dismiss- 
ed them as mere “drones, 
sycophants and timeservers” who 
peddled patronage and ignored the 
poverty and disaffection of the 
Iranian people. Alam was one of the 
few courtiers who dared to question 
the shah. He was also, according to 
William Shawcross, rumoured to 
have advised the execution of 
Ayatollah Ruhollah Khomeini in 
1963; had he prevailed, the sad tale 
of the shah’s last days might have 
been quite different. 

As it was, on 16 January 1979 the shah 
found himself embarked on a journey that 
would take him through Egypt, Morocco, 
the Bahamas, Mexico, the US, Panama and 
then back to Egypt. The Shah’s Last Ride charts 
this desperate search for asylum, as the em- 
barrassed recoil of country after country 
made plain how unwelcome the fallen em- 
peror would be to them. 

Interspersing the story with flashbacks to 
the shah's 38-year reign, Shawcross pre- 








sents, without fear or favour, the per- 


sonalities, corruption and cruelties which at- 
tended the regime. Through the immensely 
detailed but nevertheless gripping account 
runs a consistent theme — how the shah's 
supposed allies allowed their own national 
interest to triumph over loyalty. 
Mohammed Reza, shah of Iran, never re- 
solved the ambivalence he felt towards 
Western leaders. Resentful of their manipu- 
lation of him, he was also haunted by fears of 
being abandoned by them. He had reason to 
be nervous about their intentions. His acces- 
sion to the throne, after his father was de- 
posed in 1941, was orchestrated by the Rus- 


sians and the British. In 1953 he found him- 
self once again the instrument of Western 
imperialism when Britain, now joined by the 
US, engineered a coup which toppled the 
National Front premier, Mossadeq, and re- 
stored the Shah to power. 

During the coup a message the Shah sent 
to the mandarins of the British Foreign Of- 
fice, inquiring whether they wished him to 
sit tight or leave Iran, elicited a singularly pa- 
tronising reply from Churchill: “While we do 
not interfere in Persian politics we should be 
very sorry to see the Shah driven out." Such 
condescension must have rankled, and in 
later years Anglo-Iranian relations were 
characterised by mutual disdain. Private Eye 





The shah: abandoned by unreliable allies. 


magazine went so far as to dub him "the Shit 
of Persia." 

With Mossadeq's overthrow, British in- 
fluence in Iran waned, only to be replaced by 
the ascendancy of the US. Shawcross tells us 
that the Shah emerged from his experience 
with Mossadeq determined to quell any in- 
ternal opposition. He began to build up his 
secret police, SAVAK (whose very name 
was to become synonymous with brutal re- 
pression), and he began to buy arms on a 
colossal scale. 

Richard Nixon and Henry Kissinger fuel- 
led this appetite for military equipment. To 
them, Iran was a critical buffer between the 
Soviet Union and the Gulfstates. As the price 
of oil soared in the early 1970s, so Hawk mis- 
siles, F-14 and F-15 fighter aircraft, helicop- 
ters and American military technicians 
poured into Iran. Overriding objections from 
the Defence Department, Nixon and Kis- 
singer effectively gave the shah carte 
blanche: in à memorandum to Nixon, Kis- 
singer confirmed their policy as one which 
provided that they would accede to any of 
the shah's requests for arms from the US, 


other than nuclear weapons. This, former 
under-secretary of state George Ball observ- 
ed, “was like giving the keys of the world’s 
largest liquor store to a confirmed alcoholic." 

In another spending spree, the shah 
threw a party in 1971 to mark the 2,500th an- 
niversary of the original Persian empire and 
to flaunt the glory of his dynasty. Kings, 
princes, presidents and sheikhs converged 
on Persepolis to participate in an ex- 
travaganza at which the French cuisine and 
wines, designer furnishings and entertain- 
ment cost an estimated US$300 million. One 
Iranian described the affair as like "some 
technicolour epic of Cecil B. De Mille’s,” but 
no one denounced such ostentatious excess 
as stridently as the Ayatollah Khomeini. 

Like Kissinger, Jimmy Carter seemed to 
be an admirer of the shah. On a visit to Tehe- 
ran at the end of 1977, the president paid him 
a ringing tribute which was to prove embar- 
rassingly hollow just over a year later. Com- 
plimenting the shah on his "great 
leadership," Carter toasted him: 
“There is no leader with whom I 
have a deeper sense of personal 
friendship and gratitude." Princess 
Ashraf, the shah's twin sister, was 
later to record her reaction to Carter: 
"I looked at his pale face. I thought 
his smile was artificial, his eyes icy 
— and I hoped I could trust him.” 

Herdoubts were well founded. A 
year later Carter'srefusal toadmitthe 
shah into the US sent Mohammed 
Reza into ignominious exile and 
death. In Kissinger's words, the ex- 
emperor became "like a Flying 
Dutchman looking fora port of call.” 
France, SwitzerlandandBritain were 
approached as possible asylums. 
They would nottake the risk. Mean- 
while, theshah'shealth deteriorated. 

As the story moves to its dénouement, it 
becomes increasingly macabre. Panama- 
nian, French and American doctors, sum- 
moned to attend the Shah, quarrelled over 
the prognosis and delayed a necessary oper- 
ation because they could not agree on the 
hospital to be used or on the surgeon to per- 
form it. An increasingly exasperated Carter 
saw his re-election prospects collapse in the 
face of American outrage at the hostage 
crisis. From Iran came thunderous threats 
that the shah would be hunted down and 
killed. As the hostage crisis deepened, Gen. 
Omar Torrijos, the dictator of Panama, em- 
broiled himself in bizarre negotiations to ex- 
tradite the shah. Only Anwar Sadat re- 
mained loyal — he offered the fugitive a 
place to die. 

Ending his wanderings in Egypt, the 
shah wept with relief and gratitude. To Sadat 
he said: "I have done nothing for you, yet 
you are the only one to accept me with dig- 
nity. The others whom I have helped have 
offered me no help in return. I cannot under- 
stand." Rarely had so much humiliation fol- 
lowed so much glory. mMay Holdsworth 
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Pacific perestroika 


Asian Policy: The New Soviet Challenge 
in the Pacific by Robert A. Manning. Priority 
Press Publications, New York. LIS$8.95. 
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react to the comparison by suggesting that 
Robert Manning's hundred-page paper is far 
too short. It is nonetheless well worth read- 
ing, even if it offers an agenda for research 
rather than a comprehensive survey of the 
subject. 

The new relationship emerging between 
Moscow and Peking — and which now ap- 
pears to be moving even faster than could be 
anticipated when the essay went to press — 
is obviously central to any discussion of 
Soviet strategy in the Asia-Pacific region. 
Manning sees a danger, as Sino-Soviet ten- 
Sino-American collaboration, that the US 
will no longer be able to rely on the "Soviet 
threat" as a basis for its own Asian strategy. 
Having neutralised China, as it were, 
Mikhail Gorbachov's next aim is likely to be 
to undermine Washington's ability to main- 
tain military bases in South Korea and the 
Philippines, and even ultimately in Japan. 

In that sphere, Soviet diplomacy is al- 
ready characterised by an emphasis on its 
own desire for peace and on the desirability 
of eliminating nuclear weapons. But Man- 
ning also recognises the possibility that 
growing political instability, arising from the 





ghanis-.. 


bodia cease to be focal points of — tt 


activities of the communist New People's 
Army, could become a factor in the Philip- 
pines. Instability, however, cannot easily be 
attributed to external involvement when 
there are so many obvious internal “con- 
tradictions" which appear to be at its root. 

In that regard, Manning might have 
strengthened the documentary part of his 
book by including the very revealing analysis 
of the world situation contained in Gor- 
bachov's political report to the 27th party 
congress in February 1986, which places spe- 
cial emphasis on the contradictions within 
the capitalist world. But that would also have 
required him to face up to the question of 
whether the US has any long-term right to 
base its own continuing wealth on a pattern 
of global relations which leaves much of the 
Third World so poor. Where Gorbachov is 
seeking to exploit that poverty as a factor in 
1e economic status quo very much for 
granted. 

He does, however, recognise one of the 
most serious "contradictions" in current 
American thinking about Asia: the problem 
of reconciling a diversity of private economic 
interests in the region — sometimes pointing 
in the direction of protectionism or of forcing 
an entry into Asian markets — with the need 
for a coherent military-political strategy. One 
reason why Soviet strategy can appear so 
much more coherent than that of the US in 
present circumstances is that the Soviets do 
not yet have major economic interests to 
lose. 





Medicine for the masses 


Account by C. C. Chen. University of 
California Press, Berkeley. No price given. 

In his memoirs C. C. Chen approaches 
the subject of medicine in China's coun- 
tryside not only as professor emeritus at 
Sichuan's West China University of Medical 
Sciences but also as one of the surviving 
pioneers of the first large-scale effort, 60 
years ago, to establish a health care system 
for the Chinese peasantry. From 1928, when 
he graduated from the Rockefeller Founda- 
tion-sponsored Peking Union Medical Col- 
lege, until 1937, when Japanese forces invad- 
ed China, he was partofthe renowned Ding- 
xian County Experiment. This was an at- 
tempt by mostly Western-educated intellec- 
tuals to transform an impoverished rural dis- 
trict into a model community featuring mod- 
ern health care and education, self-gavern- 


ment and a largely self-sustaining economy. 

Modem Western medicine entered 
China with the smallpox vaccination in 1805; 
and the first medical missionary, Peter 
Parker, arrived in 1834. By 1929, the number 
of Chinese physicians with modem training 
had grown to9,000. But the 85% of the popu- 
lation in the countryside was largely un- 
touched by these advances. Infant mortality 
was 200 per 1,000 and life expectancy about 
30 years. 

Chen calculated that some Western coun- 
tries had one doctor per 10,000 persons, a 
ratio China could only hope to achieve by 
producing 35,000 physicians within 20 years. 
But Western medical practices were un- 
suited to Chinese conditions: China could 
only afford "rice gruel" medical care, he said, 
whereas Western countries could consume 
the "steamed rice" medicine of high-technol- 
ogy, hospitalisation, expensive drugs and 


The one serious criticism that can be 
made of the book is its lack of historical . 
depth. While recognising that the originality ' 
of Gorbachov's analysis and diplomacy in - 
Asia may be more apparent than real, theau- 
thor does notattempttotestitagainstastudy ` 
of the actual evolution of Soviet strategy dur- 
ing the 20 years or so before Gorbachov's 
emergence as leader. Some, at least, of Gor- . 
bachov's aims appear remarkably similar to 
those which governed Soviet diplomacy, |. 
and rhetoric, around 1965-66, before — 
Brezhnev and Suslov got such a firm grip on 
the party and goverment in Moscow... 

Nor should we assume that all of 
Brezhnevs own policies have been dis- - 
carded. The appeal for a new framework of 
dialogue in the Asia-Pacific region, in which . " 
the Soviet Union can take its placeas a major < 
regional power, has much in common with '. : 
the proposal foran Asian security conference ..: 
first made in 1969; except that then it was di- 
rected against China, whereas now China 
would be included. Manning is probably . 
also rather optimistic in believing that Viet- - 
nam will be easily detached from its close al- 
genuinely seeking improved relations with 
its neighbours and with the US. A unified 


. Vietnam, as a Soviet rather than a Chinese `< 


ally, was Brezhnev's principal achievement 
in this part of the world — and notonetobe . 
lightly surrendered. : 
The main difference between 1966 and — 
1986, perhaps, is that two decades later the 
Soviet Union has begun to develop the 
technological infrastructure, and also the .. 
naval power, which Gorbachov’s strategy re- 
quires. This time, it may work. The mostim- |. 
portant question is not whether his ideas are © 
new but whethertheir time has come. 2 
BRalph Smith | 


highly trained doctors as a matter of course. 
Using Dingxian as a testing field, Chen 
sought solutions to the huge imbalance be- 
tween the peasants’ health care needs and 
the scanty resources. He concluded that the | 
emphasis in rural medical care would have to 
be on prevention rather than cure for many — 
years to come, that social reform was inte- 
gral to public health and that local people > 
would have to be mobilised to help them- < 
selves. | um 
He developed a three-tier health care sys- 
tem composed of a modern county seat hos- — 
pital, several district branch clinics and a 
corps of trained peasant assistants conduct. 
ing preventive work such as hygiene and 
better nutrition in their own villages. AL 
though this system disintegrated under the 
Japanese occupation, the principles l 
down in Dingxian provided a model for the 
public health structure established after the 
communists took power: county hospital, 
commune clinics and village stations — 
as weilas the use of barefoot doctors. 
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Foreign brokers pay dearly for Japanese presence 


Tokyo’s heavy toll 





By Nigel Holloway in Tokyo 














ust over three years after the Tokyo 

Stock Exchange (TSE) opened its doors 

to foreign brokerages, a shake-out has 

begun among the gaijin firms. Hoare 
Govett has shut down in Tokyo, Morgan 
Grenfell has pulled out of almost all securities 
business and Citicorp Scrimgeour Vickers 
has closed its entire international sales and 
research departments. 

In London, Zurich and New York, bosses 
of other securities firms are wondering 
whether to continue throwing good money 
after bad. In the year to September 1988, 39 
out of the then 45 foreign brokers in Tokyo 
(two more have since entered) made a com- 
bined net loss of ¥25.8 billion (US$204.8 mil- 


lion) on turnover of ¥107 billion. For some, . 


the picture has not improved. “A lot of 
people are starting to panic," says Michael 
Connors, general manager of Barclays de 
Zoete Wedd in Tokyo. 

Brokers are not the only ones worried. 
The Ministry of Finance would feel very un- 
comfortable if a tactical withdrawal turned 
into a rout. Officials want Tokyo to become 
an international financial centre. After all the 
fire and brimstone cooked up by foreign gov- 
ernments to prise open the Japanese sec- 
urities market, the heat could rise again if 
legislators overseas conclude that these loss- 
es were the result of continued trade barriers. 

The reasons why the gaijin brokers are, as 
a whole, faring badly has very little to do with 
obstacles to foreign entry — or rather obsta- 
cles that overseas governments could make a 
fuss over. The Japanese securities market has 
belatedly become one of the most open in- 
dustries in the country and has a bigger for- 
eign presence than most stockmarkets. 

Thatis partofthe problem. There arenow 
22 foreign members of the TSE, out ofa total of 
115. Yet they only account for 4.5% of the 
turnover on the exchange. Trading so far this 
year has been busy, with 1.2 billion shares 
sold each day, of which about 55 million are 
transacted by the foreign members, an aver- 
age of 2.5 million per company. 

The head of a European brokerage rec- 
kons that a foreign TSE member with a 
staff of about 150 needs to turn over 
5 million shares a day to break even. Only 
nine brokers have managed to exceed that 
rate in the past six months, though re- 
cent weeks have seen more business done 
by the foreign houses. More to the point, 
just four brokers account for more than 





40% of the total foreign share of trading. 

An increase in market share depends on 
selling more Japanese equities either to for- 
eigners or to locals, but each requires a differ- 
ent approach to broking. Foreign institutions 
want lots of high-quality research into Japan- 
ese stocks. Winning domestic clients needs 
big inventories, a large sales force of Japanese 
and an inside track on who or what is push- 
ing up stocks at any given moment. 

Before the crash of October 1987, glo- 
balism was all the rage. Almost every new 
entrant in Tokyo dreamed of setting up a 
third leg there to a triangular brokerage busi- 
ness, linking the financial capital of Asia with 
the other two main time zones, Europe and 
North America. The crash put paid to many 
of those hopes: foreign investors stayed 
away from Tokyo, expecting that Japanese 
equities would be the next to slump. 

Foreign firms in Tokyo were not the only 
ones affected. Japanese brokers have also 
fared badly abroad since the crash as their 
own cross-border business dried up. Until 
now, the job losses in the securities industry 
have taken place in New York and London. 
The cutbacks at Hoare Govett, Citicorp 
Scrimgeour Vickers and Morgan Grenfell 
were largely due to mistakes at head office, 
rather than failures in Tokyo. 

Those foreign brokers in Japan that 
have been painstakingly wooing domestic 
customers have fared better. It has not 
been easy. For some gaijin firms, their suc- 
cess in gaining a foothold in the Japanese 
share market has come by forgetting much of 
what they learned at home, where the em- 
phasis is on fundamental share valuation, 
and instead trading on rumour and instinct. 
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"Going native" creates its own problems. 
The foreign securities house has to consider 
whether it is merely a collection of renegade 
brokers who have escaped from firms like 
Nomura, or whether the parent company 
can offer something in addition to what cus- 
tomers could get from a Japanese house. 
Most brokers think that a compromise 
will be reached between the two extremes. 
Japanese institutions have two different hori- 
zons for a share investment, a one-week 
view (or less) and a five-year perspective. 
The big domestic investors therefore want to 
know from a broker what are the long-term 
reasons why a share should be bought or 
sold, even if they are not interested in the an- 
nual profit performance of a given issue. 
Peter Braunwalder, the chief executive of 
UBS Phillips & Drew International, believes 
that Japanese institutions are already grow- 
ing more receptive to Western-style re- 
search. As the authorities begin to crack 
down on insider trading, he thinks that in- 
vestors will focus more on the intrinsic qual- 
ity of a stock, rather than its value as a ramp. 


he foreign brokers to have fared 

worst in Tokyo are those that re- 

ceived poor support from head of- 

fice or those that were unprepared 
for membership of the TSE. The ones that 
have done best are those with the strongest 
commitment to the market, as shownin their 
preference to recruit Japanese graduates and 
to train them in-house. Salomon Brothers, 
the most profitable foreign brokerage, now 
has 100 employees who came straight from 
local universities out of a total staff of 470 in 
Tokyo. 

Overseas investors are starting to return 
to the TSE in larger numbers. Trade in equity- 
related futures, options and warrants will 
also expand. Both factors may delay the day 
of reckoning for some of the weaker firms — 
but not indefinitely. Deryck Maughan, the 
chairman of Salomon Brothers Asia, thinks 
that eventually only five or six foreign brok- 
ers will be able to offer the full range of Japan- 
ese and foreign financial products to Japan- 
ese investors, the rest will have to survive on 
cross-border business. 

After the shake-out, there will still be a 
sizeable foreign presence in Tokyo, says 
Richard Greer, branch manager of Baring 
Securities. "If you can't make a 'go' of the 
world's largest capital market, then there's 
something seriously wrong with the way 
you do business." LZ 
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Tokyo investment pays off for some brokers 





brokers in Tokyo need to be taken 

with a large pinch of salt. Last year's 
accounts include a lot of start-up expenses 
for things like computers and membership 
fees. And taxeson corporate income are high 
in Tokyo. Many of the firms book their com- 
mission income offshore and pile their costs 
into Japan. Even so, big losses are hardly the 
best advertisement. 

Five of the six companies profiled here 
say they are now breaking even or making a 
profit — if items such as commission income 
from Japanese warrants traded in Europe are 
included. Each has achieved this by different 
methods, but one thing stands out: the sur- 
prisingly high share (at least 40%) of their 
commission income earned from Japanese 
clients. Who says the Tokyo securities mar- 
ket is impossible to crack open? 

By common consent, the most successful 
foreign brokerage in Tokyo is Salomon 
Brothers. Net income was ¥1.2 billion 
(US$9.5 million) last year, two-thirds of all 
profits made by non-Japanese brokers. 
Much of the responsibility for this goes to 
Salomon’s British boss in Tokyo, Deryck 
Maughan, but the root cause lies in the belief 
of the parent firm’s president, Tom Strauss, 
that their skills in trading US securities could 
be applied outside North America. 

Profits from trading its own book ex- 
ceeded commission income by a factor of 8.8 
last year. In the first half of February, it ac- 
counted for more TSE share transactions than 
any other foreign broker (but ranking about 
35th overall). Its presence has been felt most 
in the yen bond market, where it has under- 
written more Japanese Government stock 
than all but the “big four” local brokerages: 
Nomura, Daiwa, Nikko and Yamaichi. 

A US$300 million capital injection into 
Salomon's Asian subsidiary in February 1987 
has opened doors to Japanese institutional 
investors and enabled the Tokyo branch to 
run much bigger open positions than the 
other foreign houses. Its chief Japanese bond 
trader, Shigeru Myojin, is reckoned tobe one 
of the best in the business. And he is backed 
by a bond research team of no fewer than 15 
people. The firm has a very large foreign- 
bond trading operation in Tokyo, too. 

As much money and effort was invested 
in the back office systems as into the sales, 
trading and research teams. The majority of 
foreign houses which gained membership in 
December 1987 (as did Salomon) did little to 
prepare for handling the increase in business 
which came from having a seat on the ex- 
change, says Dwight Barker, a director of the 


T he profit and loss figures for foreign 






Secret of success 


firm. He expects Salomon to pay for its seat 
within two years from the start of floor trad- 
ing in May 1988. 

Roughly 15% of the company’s work- 
force in Tokyo are foreigners and the long- 
term aim is to pare that down to 10%. By con- 
trast, the smaller British house, Baring Sec- 
urities, has 40 expatriates in Tokyo out of a 
total complement of 180 in Japan. Richard 
Greer, the branch manager, wants to hire 
more gaijin. He does not believe Japanese 
employees are cheaper, after they have been 
lured away from other firms, and after non- 
salary benefits are included. 

The brokerage arm of the merchant bank 
began life only four years ago as the 16- 


Foreign brokers trade at a loss 
Morgan Stanley 1932 (0.77) 
Salomon | 1218 | — 116 
Goldman Sachs |  — 1,093 | 035 
Baring | 877 | (108 
First Boston | 843 0.30 
Merrill Lynch 795 (0.53) 
Wi Carr | 729 (0.26) 


Shearson Lehman. 





strong East Asian desk of a small securities 
dealer, Henderson Crosthwaite. It now em- 
ploys 580 worldwide and aims to supplant 
Jardine Fleming as the top non-Japanese 
brokerage specialising in Asian securities. 
The vast majority of its worldwide profits 
come from Japanese equities and warrants. 
Much of Barings’ growth occurred after the 
October 1987 crash, when others were lick- 
ing their wounds. 

It only started looking for Japanese clients 
investing in equities when it took up its seat 
on the TSE last May, but already finds that 
they account for 40% of brokerage commis- 
sions (against 50% for Salomon). The way to 
win the business, Greer suggests, is by em- 
ploying Japanese salespeople and by "treat- 
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ing the client as God." He sees two areas for 
future growth — derivatives such as options, 
and corporate finance for industrial restruc- 
turing. 

In the two years that UBS-Phillips & 
Drew has had a branch in Tokyo, it has con- 
centrated on finding domestic clients foryen - 
equities and, to a considerably lesser extent, _ um 


yen bonds. Now 70% of its brokerage fees - i 


come from inside Japan. Peter Braunwalder, 
the chief executive, thinks it is easier to deve- 
lop overseas business by being firmly estab- _. 
lished first in the local market. Although the 


parent bank in Zurich is a big investor in its — 


own right, less than a third of its yen-sec- 
urities transactions are done through the 
Tokyo securities subsidiary. m 

The firm's loss in the first two years was 
bigger than expected. In the year to Sep- 
tember 1988, it recorded a net loss of ¥2.1 bil- 
lion, the biggest of all 47 foreign brokers. But 
Braunwalder says he is confident that the 
branch will break even this year. : 

The growth of the business within Japan -~ 
has not been entirely smooth. The head of 
yen-equity sales, a former Yamaichi man, left — 
soon after UBS began floor trading. A “clash 
of cultures" was said to be the reason. “Its 
our target to be a Japanese company without. 
losing our European values," Braunwalder 
says. 


strong research department, most of 

whom are locals. Its entire output is. 
bilingual, but the firm gives a weighting inits —. 
Japanese-language share recommendations .. - 
rather than a bare "buy" or "sell" which ap- 
pears in its English-language research. E: 

UBS’ X10 billion in capital in Tokyo . 

is said to be the largest investment of 
the European brokers. Barclays de Zoete 
Wedd's (Bzw) Tokyo-based capital is half that 
figure, but it has 140 staff, almost the same as 
UBS and the biggest office among the non- > 
member foreign brokers. In January, it trans- 


T he trick is hardest to achieve for the 22- 


acted more shares than seven foreign mem- 


ber firms. Although some securities houses 
which failed to get a seat on the TSE in the last 
opening are reluctant to try again, BZW re- ` 
mains as keen as ever. It has become too big ` 
to turn back now. 2 
BZW might getitschancequitesoon,ifone . 
of the big four can be leaned on by the au- | 
thorities to merge a couple of their affiliate — 
members, thus freeing a seat for a new- . 
comer. The Japanese Government may also — 
want the TSE to give membership to another . 
French broker, so that more Japanese sec- 
urities houses will be able to join the Paris 
bourse, when it is opened to foreigners next ` 
year. | A 
BZW missed the boat last time round, be- 
cause it came late to Tokyo. Its branch licence: 
application was only granted in September. 
1987. The parent company had little overseas. 
experience, soit hired Michael Connors, a re-: 
search manager from Jardine Fleming and a 
fluent Japanese speaker, to run the new op- 





erauon. Connors 1S a great believer in brok- 
ers' reports. He says that any broker which 
cuts down its team of analysts "is shooting it- 
self in both feet." The Japanese stockmarket 
does have a sense of which are the right 
shares to support, he believes, though it has 
usually not been thought out carefully. “If an 
analyst can tell the client a rise in the share 
price is not just a puff, it is comforting, 
whether the customer is Japanese or gaijin,” 
says Connors. 

BZW lost ¥1.84 billion in the year to last 
September. The operational gearing of a 
brokerage is high, so a modest increase in 
turnover could lead to dramatic improve- 
ments in profitability. At the moment, it is 
budgeting for another loss this calendar year. 

Kidder, Peabody was underwriting Ja- 
panese Imperial bonds at the turn of the cen- 
tury and placed the first issue of the country’s 
corporate debt in the US in the late 1950s. 
Ever since it set up a representative office in 
Tokyo in 1973, Kidder’s aim was to sell for- 
eign (mainly US) investments to the Japan- 
ese. 

When it became apparent that the firm 
was a contender for a TSE seat, the prospect 
“flattered and scared us,” says Stephen 
Swope, the general manager. It took the op- 
portunity because the loss of goodwill for not 
doing so was reckoned to outweigh the costs 
of joining the exchange. 

The result is an almost pure Japanese op- 
eration. There are 100 staff in Tokyo and a 
further 15 in Osaka, and only five of them are 
foreigners. There is no research department. 
Based on a trading strategy worked out by 
Hidetada Yoshida, a former Nikko execu- 
tive, Kidder sells yen equities to Japanese 
clients. Almost none are distributed to for- 
eigners, because Swope believes that, 
sooner or later, Japanese stocks will crash 
and he has been advising his overseas clients 
to stay away until it does. 

Kidder's corporate memory goes back a 
long way and its people in New York believe 
Japan's sharemarket bears an uncanny re- 
semblance to the US in the 1920s — before 
the crash. After Tokyo slumps, Japanese 
stocks will present a satisfactory long-term 
investment opportunity and Kidder will be 
able to hire good stock analysts for ¥600,000 
a month compared with their current salary 
of ¥2 million, Swope says. 

Before then, the yen-equities and bonds 
business will continue ticking over nicely. 
The biggest expansion over the next three 
years will be in corporate finance. General 
Electric of the US, which owns 80% of Kid- 
der, is one of the largest lenders to leveraged 
buyouts with US$7 billion outstanding, and 
wants to attract more Japanese investors to 
this market. Kidder can find the clients. 

Karl-Ludwig Goeldner, the managing di- 
rector of DB Capital Markets, does not be- 
lieve Japanese shares will crash because 
there is too much liquidity around. Although 
equities are highly priced compared with 
those in the West, he is shifting more em- 





Tokyo Stock Exchange: potential. 


phasis to trading in local stocks rather than 
distributing foreign shares to the Japanese. 
Three-quarters of commission income 
comes from local clients. 

This is easier than it might look because 
much of the business comes from long-term 
relationships the firm’s parent, Deutsche 
Bank, has built up in Japan since it first set up 
an office there in 1871. Japanese institutions 
also like to hear a different viewpoint from a 
foreigner like DB, because a lot of advice 
from local brokers is purely sales driven, 
Goeldner says. 

Despite this, the firm will notbe spending 
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a great deal more on Western-style equities 
research, because it does not yield enough 
revenue. Japanese bond research, on the 
other hand, is very important as a way of 
winning business, but at the moment over- 
seas interest in the Tokyo fixed-income mar- 
ket is limited. 

Corporate finance also holds potential for 
DBand 15ofthe 120 staff areemployed in this 
department. The firm has advised Japanese 
companies on raising money overseas and 
recently lead-managed a Swiss Francissue in 


| ' the Euromarket for an Osaka trading firm. 


Within Japan, it was a co-manager for Mit- 
subishi Motors' share flotation. Advice to Ja- 
panese companies in preparation for the un- 
ification of the EC's market in 1992 will also 
8rOW — as soon as clients can be persuaded 
to pay for it. 

DB only began floor trading on the TSE two 
months ago, the last of the new foreign 
members to do so. But this was because it 
was installing its own computer system for 
equity trading which will link the Tokyo of- 
fice with its worldwide network. Being a late 
entrant is only a short-term liability, Goeld- 
ner says, and the electronic dealing system 
will stand the branch in good stead for future 
growth. B Nigel Holloway 





COMMODITIES 1 


China’s farmers set to plant less cotton 


A sorry yarn 





By Robert Delfs in Peking 
he potential downturn in China’s cot- 
T ton harvest this year looks set to be 
more serious than initially expected. 
Early surveys in major cotton-producing 
areas suggest that growers are substantially 
increasing acreage sown to grain, almost en- 
tirely at the expense of cotton. 
Thereare stilltwo months to go before the 
cotton planting season gets under way, but 
farmers' intentions can be gauged by how 
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they sow winter wheat fields. Farmers in- 
tending to grow cotton will normally leave 
some space among the winter wheat rows. 
This year, many farmers have planted winter 
wheat in a way that suggests they will grow 
no cotton at all. 

The impact on the rest of China's econ- 
omy, and particularly its export perform- 
ance, could be serious. Exports of clothing, 
primarily cotton goods, were worth about 
US$3.8 billion last year, accounting for 8.3% _ 
of total exports, and, in addition, there were 
substantial exports of raw cotton and yarn. 

"Ihe anticipated drop in [1989] cotton 
production has already had an adverse im- 
pact on our country's light and textile indus- 
try, as well as our ability to earn foreign ex- 
change through exports," Peking's Economic 
Daily warned in mid-January. "If this ad- 
verse trend is not immediately checked and 
reversed, the national economy will suffer 
untold losses." 

Major cotton-producing bases in the 
northern provinces of Shandong, Hebei and 
Henan expect a 15-20% cut in acreage sown 
to cotton this year, and Jiangsu and Hubei in 
the south will probably see a slide of 20% or 
more in cotton-planted area, according to a 
survey cited by the Economic Daily . These 


five provinces normally produce 70-80% of 
all of China's cotton. 

Although the total sown area increased 
last year by 9.5%, from 4.8 million to 5.3 mil- 
lion ha, cotton output fell by 4.3% to 4.06 mil- 
lion tonnes, largely because of the poor wea- 
ther which struck all of China's major cotton- 
growing regions except Hebei. The effective 
cotton yield was China's lowest since 1983. 

A statement on 1 February by He Kang, 
minister for agriculture, put this year's target 
for cotton production at 4.5 million tonnes, 
an increase of 10.8%. But Ministry of Com- 
merce officials say cotton output will decline 
again this year "unless immediate and effec- 
tive measures are taken." 

Even if better weather this year allows 
yields to return to 1986-87 average levels, the 
drastic reduction in planted acreage now ex- 
pected suggests that production will fall well 
short of the target. And if the weather is 
again unfavourable, the drop will be even 
more serious. 

China's exports of cotton fell sharply in 
1988, and China may have to import cotton 
this year to bolster dwindling stocks at a time 
when world cotton prices are low (REVIEW, 
26 Jan.). 

After the fourth consecutive year of stag- 
nating grain output, China has announced it 
will raise grain procurement prices by an 
average 18% this year and has re-asserted 
tighter state control over trade in chemical 
fertilisers and other agricultural inputs. The 
price ratio between cotton and grain has nar- 
rowed from 8:1 to 5:1, according to Ministry 
of Commerce researchers cited by the China 
Daily in early February, while costs of fer- 
tiliser and insecticides needed for cotton pro- 
duction have soared. 

But the key factor in the sudden shift 
away from cotton was probably the failure of 
the agricultural banking system to mobilise 
enough money to pay for the state's pur- 
chases this year. Farmers who contracted to 
supply grain and cotton to the state were 
paid in IOUs instead of cash (REVIEW, 1 Dec. 
'88). The total volume of chits issued in Nov- 
ember and December 1988 is estimated to 
have been Rmb 2-3 billion (US$537-806 mil- 
lion), and the People’s Bank of China has re- 
cently issued Rmb 5 billion to help the ag- 
ricultural bank honour its IOUs and to pur- 
chase additional farm products. 

Grain producers who either could not, or 
would not, sell their grain to the state were 
able to sell through the relatively sophisti- 
cated free markets. Many of these farmers 
did extremely well as negotiated prices for 
grains have climbed steeply this year — in 
Kunming, the price for newly harvested rice 
has doubled to Rmb 2.8 a kg. But there is still 
a tight monopoly in cotton, so cotton farmers 
had nowhere else to go when the state pro- 
curement system ran out of money. The 
monopoly’s only loophole comes from black- 
market sales to official speculators, who offer 
relatively low margins over state procure- 
ment prices. Li 


COMMODITIES 2 


China's sugar output dips as demand rises 











By Louise do Rosario 


hina doubled its import of sugar to a 
C record 3.71 million tonnes in 1988 in 

response to falling domestic produc- 
tion and rising consumption. Industry 
sources estimate that imports will remain at a 
level of 2-3 million tonnes a year despite the 
forecast for a slight improvement in output 
this year. 

China has long been a major importer of 
raw sugar, importing 1-2 million tonnes a 
year over the past decade. After production 
declined 10.2% last year to 4.59 million ton- 
nes, China went on a buying spree to boost 
its stocks. 

Its huge purchases have contributed to 
continued tight sugar supply in East Asia 
and kept prices high. China buys sugar 
mainly from Thailand, Australia and Cuba, 
and exports a small amount of refined sugar 
to Pakistan, Saudi Arabia and Hongkong. 

Since late 1988, China has stayed away 
from the market but is expected to place big 
orders again once prices weaken. World 
sugar spot prices have risen from 9.64 US 
centsalb in Januarylast year to a peak of 14.01 
cents in July, before subsiding to 10.17 cents 
in mid-February. 

China will remain heavily dependent on 
sugar imports for some time, with no sub- 
stantial expansion of output expected in the 
near future. Sugar consumption has been 
rising by about 500,000 tonnes a year, due to 
improving standards of living, while output 
has declined from a record of 5.25 million 
tonnes in 1986 to 4.59 million tonnes last 
year. 

The sugar crop this year is expected to ex- 
pand modestly, thanks to higher govern- 
ment-procurement prices, more subsidies, 
and other incentives to farmers and sugar 
mills. Total area sown to sugar cane and beet 
in 1988 amounted to 25.15 million mu (1 mu 
= 0.066 ha), 23.6% more than in 1987. The 
US Department of Agriculture estimates that 
China's sugar output will rise by 11% to 
5.1 million tonnes in the marketing year to 
August 1989. 

The sugar cane and beet harvest will 
amount to 45 million tonnes (a 5% decrease 
from the 1987-88 crop year, which runs from 
November to May) and 10.3 million tonnes 
(up 26.5%) respectively, the department 
forecast. 

Most of that increase will come from 
more beet production in the northeast. 
Heilongjiang province, which accounts for 
half of the beet output, doubled its beet 
acreage to 5 million mu in the crop year 1987- 
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88. In Guangxi province, a major sugar-cane 
producing area in the southwest, cane ac- 
reage increased 24% from 3.11 million mu to 
3.96 million mu. 

Peking raised sugar-cane and beet pro- 
curement prices by 55% last year, which 
helped to boost crop production to 60.86 mil- 
lion tonnes, about 10% more than 1987. But 
much of that increased crop did not reach 
sugar mills because of transportation and fi- 
nancial constraints. Many of China's 500 
sugar mills operated at only about 50-60% of 
capacity while the crop rotted on farms. 

In the foreseeable future, the rate of 
growth of China's sugar crop is likely to 
slow, in contrast to an average increase of 
12.8?6 a year between 1978 and 1986. Despite 
the recent increase, cane and beet still suffer 
from low procurement prices, competition 
from other uses for land and labour, and ris- 
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ing production costs. In Jilin and 
Heilongjiang, farmers receive Rmb 41 
(US$11) a mu for switching from sugar to 
corn. 

In Guangdong — where there is fierce 
competition for land and labour — cane 
sugar is now “worth less than straw,” peas- 
ants say. 

Sugar mills also suffer from low 
wholesale and retail prices, which had been 
largely unchanged since the mid-1960s. To 
meet rising processing cost, the state sub- 
sidises the mills with Rmb 1 billion a year. 

To stimulate production, Peking will 
have to raise procurement prices substan- 
tially and free wholesale and retail prices. It 
attempted to make consumers pay more last 
year by allowing retail sugar prices to rise 
from Rmb 1,800 a tonne in early 1988 to Rmb 
5,400 in August. But it quickly restored ra- 
tioning and price controls amid public dis- 
content. Lal 


FINANCE 


Japanese agency s ratings unsettle business groups 


Credit where it's due 


By Charles Smith in Tokyo 


oreign bankers planning to lend to Ja- 
F panese companies used to assume 


that name meant everything as far as 
creditworthiness was concerned. Not any 
more. A small independent credit rating 
company run by a former Nomura Securities 
man has finally convinced the financial es- 
tablishment that the great and good in 
Japan's business establishment may not all 
be equally capable of servicing their debts, 
and that membership of a famous zaibatsu 
. group may not guarantee a company against 
bankruptcy. 

Five years ago, Akio Mikuni, the founder 
of Mikuni's Credit Ratings, shocked the busi- 
ness world by giving a single A rating to the 
Bank of Tokyo (BoT), the specialist foreign ex- 
change bank. However, he was quickly fol- 
lowed by Moody's and Standard and Poor's 
in deciding that the bank's heavy Lpc debt 
portfolio was a negative factor in its credit- 
worthiness. 

Since the BoT "shock" Mikuni has not 
fought shy of unpopular assessments. The 
company downgraded the Industrial Bank 
of Japan from AAA to AA because of its in- 
volvement with debt-ridden companies like 
Japan Line. In the motor industry it gave a 
AAA to Toyota buta single A to Nissan. Nip- 
pon Steel gets a BBB because of its heavy de- 
pendence on bank debt, while Showa 
Denko, a top chemical company, rates only 
CCC. In the electronics industry NEC, a 
leader in computers and semiconductors, 
gets only a single A, while Matsushita and 
Fujitsu get AAA and AA respectively. 

On the positive side, Mikuni claims to 
have led other agencies in awarding a AAA 
to Nomura Securities. American rating agen- 
cies had traditionally regarded the securities 
industry as too cyclical to deserve top credit 
ratings. 

The former Nomura man realised that the 
Big Four Japanese securities companies had 
outgrown some of the industry's traditional 
limitations. 

Mikuni's ratings reflect what he claims is 
the process of financial polarisation that has 
taken place in Japanese industry, and be- 
tween companies in the same industry, since 
banks ceased to dominate the economy in 
the early 1980s. 

The idea that well-known companies can 
be divided into sheep and goats seems ini- 
tially to have appeared shocking to Japanese 
business and media. But Mikuni reckons 
that he arrived as a credit analyst when the 
Nikkei Financial Daily, an offshoot of Japan's 


leading business paper, Nihon Keizai Shim- 
bun, started carrying his ratings at the begin- 
ning of Feburary. 

Negative assessments of top companies 
like Nippon Steel or Showa Denko do not 
mean that anyone need worry about 
whether such companies can service their 
debts in Japan's current economic climate, 
Mikuni says. But a rise in interest rates (cur- 
rently at their lowest levels since the war), or 
a tightening of liquidity could change this. 
Above all, Mikuni believes that Japanese in- 
dustry will undergo a painful, and for some 
companies catastrophic, restructuring when 
the country is finally forced to cut its trade 
surplus. This could matter a lot to investors 
in overseas capital markets like Zurich, 
where Japanese companies account for 40% 
of all corporate-bond issues. 

Mikuni got the idea of starting a bond rat- 
ing agency from a Swiss banker who warned 
him that offshore bond issues by Japanese 
companies were about to take off. Friends in 
the Tokyo office of international accountancy 





BoT: heavy LDC debt. 


firms also warmed to the idea: Mikuni re- 
members being told by one foreign accoun- 
tant that it was abnormal for foreign banks in 
Tokyo to plan their exposure to Japanese 
companies solely on the basis of credit as- 
sessments by internal analysts. But the Ja- 
panese business establishment in the early 
1980s was clearly not ready for anything as 
controversial as a publicly available indepen- 
dent rating service. 

Because of this Mikuni focused from the 
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start on the international market. His service 
is published (only) in English and the vast 
majority of clients, until recently, were inter- 
national financial institutions. The Ministry 
of Finance (MoF) “probably” disapproved of 
Mikuni's idea when he started the service in 
1983, and still does not officially recognise 
his ratings. This means that Mikuni ratings 
are not valid in determining the “eligibi- 
lity” of companies to make domestic bond is- 
sues. 

Today Mikuni faces three heavyweight 
competitors in Japan, as well as the big two 
US rating agencies, both of which have 
opened Tokyo branches. Nippon Investors 
Service, (NIS) backed by the Big Four sec- 
urities companies and the seven commission 
banks, sells ratings to issuers rather than, as 
Mikuni, to investors. A second similar or- 
ganisation, the Japan Credit Rating Agency 
(JCR), is backed by Long Term Credit Bank, 
BOT, Nippon Life Insurance and Sumitomo 
Trust Bank. 

Mikuni believes that NIS is "guided" by 
MOF's securities bureau while JCR was essen- 
tially the brainchild of the International Fi- 
nance Bureau. A third agency, the Japan 
Bond Research Institute, is wholly owned by 
Nihon Keizai Shimbun. It focuses only on 
domestic convertible-bond issues — unlike 
Mikuni who also covers overseas markets. 
Minority shareholdings by the media in the 
MoF-backed credit rating services may ex- 
plain why the Japanese press initially cold- 
shouldered the Mikuni service. 

Mikuni's ratings use the alphabetical sys- 
tem pioneered by Moody’s in the early 
1900s, but the process by which the company 
arrives at a rating may be different. One 
major point about assessing credit ratings in 
Japan is that more raw data on a company’s 
financial performance is available in the form 
of reports to the MoF securities bureau than in 
equivalent reports filed by US companies. 
This is despite the fact that the US disclosure 
system is easier to understand at first 
glance. 

Furthermore, most Japanese companies 
remain far more dependent on bank credit 
than their US equivalents. This did not mat- 
ter much when all major companies paid the 
same rates of interest. Today, however, a big 
Japanese steel maker is likely to be paying 
higher rates than a car manufacturer or a 
leading electronics company. 

Mikuni declines to say exactly how many 
subscribe to his full rating service, which in- 
cludes an annually updated credit survey of 
1,100 major companies, and weekly ratings 
of corporate-bond issues inside and outside 
Japan. What he does claim is that no one can 
afford to ignore his sometimes controversial 
judgments. Financial directors of big Japan- 
ese companies often complain in public 
about their ratings but may be privately 
grateful for knowing how they shape up 
against the competition, Mikuni claims. 
Whether the BoT was grateful is something 
he prefers not to reveal. H 
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COMPANIES 


A Malaysian miners bonanza ts treated cauttously 


River of gold 


By Nick Seaward in Kuala Lumpur 
n intriguing tale of Philippine gold, 





sunken treasure, and a Kenyan-Ita- 

lian prospector has sparked off in- 
tense interest in an obscure Malaysian prop- 
erty development and leasing counter, 
Kesang Corp. Shares of the company, which 
has been losing money for four years, have 
quadrupled in price on the Kuala Lumpur 
Stock Exchange (KLSE). 

The authorities, however, remain more 
cautious about the company's claims; im- 
mediate delivery terms have been imposed 
by the KLSE to curb speculation and the 
counter remains suspended in Singa- 
pore. 

The saga began on 29 January, when 
Kesang announced its acquisition of a 7096 
stake in an ostensibly lucrative joint venture 
to mine gold at three sites in the Philippines. 
Local investors were immediately enthusias- 
tic. The news pushed the loss-making com- 
pany's share price up to a high of M$1.91 (70 
US cents) on 1 February. The counter later 
fell back to M$1.47 — but this is still well 
above the pre-announcement average of 
around 40 M cents. 

Atthe signing ceremony for the joint ven- 
ture on 29 January, the expected profit in the 
first year of operations was put at around 
US$20 million. This figure was subsequently 
downplayed in clarifications to the KLSE. 
However, figures obtained by the REVIEW 
show that Kesang is privately estimating a 
potential net profit from the venture of 
M$3.89 a share after 15 months’ operations. 
At today's average price-earnings multiples, 
this suggests Kesang's shares will eventually 
be worth M$100 each. 

So far this estimate has not filtered 
through to the market, which has turned 
sceptical of Kesang's prospects. Neverthe- 
less, the KLSE is taking no chances, and, to 
curb any speculation, is requiring that all 
trading in the stock be for immediate deliv- 
ery. The KLSE has also questioned the com- 
pany closely on a statement made at the sign- 
ing ceremony that the three mines hold 
gold ore reserves worth more than US$1 bil- 
lion. 

In a cautious reply, Kesang said that the 
ore reserves were estimated by a registered 
Filipino geologist and mining engineer. It 
also said that while the joint venture “is not 
expected to have an immediate financial im- 
pact, it will however, substantially enhance 
the net tangible assets per share as well as the 
earnings per share of the group in sub- 
sequent financial years.” It added that the 


joint venture “is not subject to the approval 
of government authorities.” 

This may be so, but Datuk Mat Shah Sa- 
fuan, the executive chairman, and 62% 
owner, of Kesang Corp., admits that the 
joint venture is still waiting for the Philip- 
pines’ Board of Investment (BOI), to give per- 
mission for any proceeds to be taken out of 
the country. 

It also transpires that ownership of the 
concessions rests with businessman-politi- 
cian, Roque Ablan, rather than Kesang's 
joint-venture partner, Avantgarde Mining 
Corp. Avantgarde merely holds the operat- 
ing rights to these concessions. 

Safuan told the REVIEW that he was very 
confident of obtaining the BOr's approval. 
“They allowed us to go and prospect in the 
first place and provided we conform to their 
requirements, there should be no problem," 
he said. Safuan said the concessions were 
given two years ago and have a life of 50 
years. 

According to reports being circulated by 
Kesang, the three areas — onein Mindorois- 
land and two in Luzon's 
Nueva Iceja province — 
cover an area of 12,000 ha 
and contain ore varying in 
grade from 0.5 gm a m3 to 
1 gm a m. Avantgarde has 
optimistically named the 
two concessions in Nueva 
Iceja as Rio de Oro and Oro 
Bunda, even though the area 
is not known for its gold. 
Mindoro was a gold-mining 
area in the Spanish colonial 
era. 

Kesang expects the total 
investment needed to ex- 
tract the gold will be about 
M$5.5 million. However, 
only M$2 million will be 
invested initially, with production start- 
ing in Rio de Oro some time in Septem- 
ber. 

The main contribution to the joint ven- 
ture by Kesang — which used to bea tin min- 
ing company before its Malaysian leases ran 
out in 1981 — will be the open-cast hydraulic 
mining expertise needed to extract the gold 
from the low-grade ore. 

Both the Rio de Oro and Oro Bunda con- 
cessions will be exploited using the Malay- 
sian “palung” system of sluices. Water-jet 
monitors will wash the ore out of the ground 
and any gold found will be extracted in the 
sluices. 

At Mindoro, Kesang plans to use one of 





Safuan: confident. 


its two left-over tin-mining dredges: at pre- 
sent, one of these is being used in a port de- 
velopment in Brunei and the other in recla- 
mation work in Port Dickson, Malaysia. 

For Rio de Oro, Kesang estimates a total 
gold content of 2.01 million oz, with a recov- 
ery cost of US$93.90 an oz. Estimates for Oro 
Bunda are 1.75 million oz, costing US$57.59 
an oz to extract, while the Mindoro conces- 
sion is estimated to contain 321,000 oz, 
with a production cost of US$18.55 an oz. 
At the current gold price of US$382 an 
oz, these figures imply a total gross profit 
over the life of the projects of some US$1.26 
billion. 

According to Italian-Kenyan entrepre- 
neur Bruno de Vincentiis — who brokered 
the deal between Kesang and Avantgarde — 
the joint venture will enjoy a tax holiday for 
four years. After that it will be taxed at half 
the standard corporate rate of of 35%, be- 
cause it is Malaysian-owned. 

The company will pay a royalty of 5% ad 
valorem on gold extracted from the Nueva 
Iceja sites, while the Mindoro profits will at- 
tract an additional royalty of 5% to the origi- 
nal claim-holders. On all three concessions, 
the joint venture will pay a 15% management 
fee to Pacrim, a consortium of mining consul- 
tants. 

The M$3.89 net earnings per share esti- 
mate by Kesang is based on mining about 
11.2 million m3 a year, with a gold price of 
US$400 an oz. However, production during 
the first year of operations is 
expected to be only 1.5 mil- 
lion m3. A further estimat- 
ed M$3.5 million will be in- 
vested once gold has been 
found. 

Although Kesang has 
been losing money since 
1986, Safuan says his com- 
pany has sufficient resources 
to fund the new investment. 
The company recently 
changed its financial year- 
end from 30 June to 31 De- 
cember, so its published ac- 
counts are 20 months out 
of date, but Safuan says 
shareholders’ funds stand 
at M$24.6 million. Many of 
the company's losses to date have been 
caused by writing off leasing debts, many 
of which may be recoverable, Safuan 
adds. 

Therole of de Vincentiis in the affair is still 
unclear. De Vincentii denies he holds 
shares in Kesang, yet has been quoted in 
Hongkong as saying that he intends to inject 
into the company any profits he makes from 
another of his pending deals — the salvage of 
a 16th-century Portuguese treasure ship, 
the Flor de la Mar, from Indonesian waters 
in the Straits of Malacca. He has also been 
described as the controlling shareholder 
of Avantgarde, but claims he is merely an 
associate. E 
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India s software industry is bugged by difficulties 


Problem quem 


By Lincoln Kaye in Bangalore i 


ack in the mid- 1980s, the then-new 

government of Prime Minister Rajiv 

Gandhi believed the software indus- 
try offered India the chance to break loose 
from its regime of trade-stifling regulations 
and cut a swathe through a burgeoning, 
highly competitive export market. 

On paper, at least, the country enjoys 
several advantages that should make this 
possible. The software field is a relatively 
new one and few entrants have much more 
experience than India. English, the lingua 
franca of the computer world, is far more 
widely used in this former British colony 
than in other low-wage countries. India also 
has the world's third-biggest pool of science 
graduates. 

To cash in on these advantages, the gov- 
ernment freed the industry (REVIEW, 29 Jan. 
‘87) from India's usual welter of investment 
and import controls and punitive tariffs. 
Software firms, for their part, were to meet 
relatively modest export targets. 

The goal initially set for the end of the cur- 
rent five-year plan (1990) was just Rs 5 billion 
(US$327.8 million). Even that was later pared 
back to a mere Rs 3 billion — barely 0.5% of 
the global software market. 

Yet, the way things have gone, India will 
be lucky to achieve even 6096 of this reduced 
target, which would, nevertheless, repre- 
sent a six-fold rise in software exports in just 
two vears. More important, however, is the 
failure of the industry to broaden its base as 
expected. 

Two companies of the Tata group, India's 
premier business house, continue to domi- 
nate software exports by virtue of their finan- 

dal and personnel resources, worldwide 
marketing reach and prestigious brand- 
names. Without comparable backing, 
India’s home-grown entrepreneurial free- 
lancers — the intended beneficiaries of the 
liberalisation — have been unable to make 
much of an impact. 

Instead, the more successful entrants in 
the field have been local affiliates of giant 
multinationals, which set up captive 
software shops in India to cash in on cheap 
technical manpower. US-based Citicorp 
writes much of the software for its 
worldwide banking network in Bombay, 
and Australian-owned Grindlay’s Bank is 
preparing to set up a similar operation. 

Major international computer manufac- 
turers are also setting up software units as a 
way of satistying Indian export require- 


components and capital equipment for their 
local hardware-production units. 

Digital Equipment Corp, (DEC), Hewlett- 
Packard (HP) and Bull of France are all trying 
their hands at this game. IBM, which with- 
drew from the country in 1977 rather than ac- 
cept a government-imposed equity dilution 
of its Indian operations, is rumoured to be 
studying a similar software-cum-hardware 
combination for its re-entry on the local 
scene. 

From the multinationals’ standpoint, 
software is ideally suited to this export-for- 
import tradeoff, admits an executive, since 
overheads are relatively low and the value of 
exports, under intra-corporate transfer pric- 
ing, can be set at “pretty much whatever you 
need to justify your import requirements.” 

Software affiliates of multinationals enjoy 


India's software exports 





another advantage over independents — 
they can afford to overcome India's daunting 
communications barriers. The central gov- 
ernment has ambitious plans to establish 
Silicon Valley-style software development 
centres in Bangalore as well as Pune 
(Maharashtra) and Bhubaneshwar (Orissa). 
But S. Srikantan, managing director of the 
Karnataka state Electronics. Development 
Corp., cautions that such schemes hinge on 
the establishment of reliable "interactive" 

data links worldwide. 

Interactive communications, which allow 
computers to "talk" toone anotherover two- 
way data lines, are crucial for the type of 
software India hopes to export. The country 
has neither the marketing reach to compete 
in the world market for off-the-shelf applica- 
tions n nor the hardware manufac- 
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tems software. Instead, India’s best bet is to 
concentrate on labour-intensive customised 
software to be used on its customers’ compu- - 
ter systems, l 

Customisation, however, requires con- - 
stant feedback from the customer and fre- . 
quent trial runs on the equipment for which 
the software is to be designed. Since financial 
constraints and Indian import controls pre- 
vent software vendors from keeping on — 
hand a full panoply of up-to-date computer 
systems for this purpose, the test runs are - 
best conducted by remote transmission, pro- — 
vided the feedback is fast enough. | 

An alternative is to send Indian software .. 
writers abroad to the customers’ premises for — 
months at a time. But this limits the vendors’ 
marketing options. Besides, the best 
software writers tend not to return. This 
costs some firms as much as a 25% turnover 
in software engineers a year, industry 
sources estimate. E 

Captive satellite links provide a way out . 
of this bind, but they become cost effective - 
only when a firm has an assured market, pre- 
ferably involving a high volume of interac- 
tive traffic between two fixed destinations. . 
This sort of set-up was pioneered in India by - 
Texas Instruments (T1). ; 

A team of 70 Indian software engineers _ 
churns out programming tools for TT's parent 
company, according to Suresh Sangani, 
chief of the firm's Bangalore operation. Their — 
output is transmitted viaa satellite link leased - 
for interactive communications with the 
company’s hub facility in Bedford, Britain. 

T's satellite link generated so much pub-. 
licity that the firm eventually had to close it to. 
journalists “just to allow our engineers to get 
their work done," says Sangani. But the 
hook-up represents a gamble whose retums 
are far from assured. E 

T1 alone can hardly use all of the satellite's S 
30 channels. Only by sharing with other- 
users can it recoup the Rs 4.5 million a year . 
cost of the communications link. So far, 
though, the facility has been caught in a cost © 
trap. The cost per user is determined by the — 
number of sub-lessors Ti can attract. But that, — 
in turn, is determined by the rates charged. — 

HP is the only company to date to have _ 
joined TI on the satellite link. DEC, on the: 
other hand, has opted for India's new packet 
switching facility, according to Mike Shah, 
who heads its local subsidiary. | 

A packet switch provides a pooled ing: 
distance network to transmit data files from. 
diverse points of origin to diverse destina- 
tions. Besides being cheaper, packet switch- 
ing offers more flexibility to those needing in- 
teractive communications with a variety of. 
destinations rather than a single hub. 

The irony, Shah adds, is that software 
companies can now subscribe to this facility 
but still face daunting administrative and op- 
erational difficulties in getting a clean, dedi 
cated data link from inland cities like Banga 
lore to the packet switching gateways — Ma 
dras, New Delhi, Calcutta and Bombay.  & 

















aking microprocessors — the 
single-chip brains that do the 
thinking for small computers — 
1 is a highly profitable business. It 
| is especially profitable if you have a 
monopoly like US microprocessor specialist 
Intel has on the 32-bit chips used in the latest 
generations of IBM-style personal computers. 
In last year's boom market for microchips, 
Intel’s sales grew 57.6%, the highest growth 
of any semiconductor company. 
| . Now, a powerful new type of micropro- 
].cessor has emerged to challenge Intel's as- 
| cendancy. And the February announcement 
| that NEC, the world's largest maker of 
< semiconductors, and Siemens, the giant 
1. West German electrical group, plan to make 
i aversion of the chip nearly guarantees its ac- 
| ceptance as a new world standard. 
^ | . The new microprocessors are based on a 
__ |. design methodology known in the jargon as 
| reduced instruction set computing (RISC). 
|. The methodology stems from a recognition 
that about 90% of the number-juggling that 
microprocessors do is performed by just a 
| handful of instructions. By getting rid of lit- 
| He-used complex instructions and making 
_ sure that the few left are executed within a 
- [single tick of the computer's internal clock, 
|; designers of RISC chips have been able to 
| speed up the rate that programmes ricochet 
| through silicon. 
|| . The stripped-down RISC chips are typi- 
..| cally justa quarter of the size of their complex 
' | cousins. This is significant because it means 
| that, in addition to being able to run rings 
around conventional microprocessors, RISC 
chips are also simpler to design and cheaper 
“to manufacture. 
. But leaner hardware is only half the bat- 
tle. The software that runs on that hardware 
must also be reorganised to take advantage 
_of the chip's potential. 
^ That is easier said than done. IBM, which 
-pioneered RISC technology back in the late 
1970s, gave up the attempt because it esti- 
mated that developing software reorganisers 
; — compilers — to make the most of existing 
programmes for RISC chips would take over 
1,000 man-years. 
The breakthrough in optimising compil- 
.| ers was made at California's Stanford Uni- 
| versity by John Hennessy, a professor of 
-| computer science, and his students. In 1984, 
:] Hennessy took a one-year sabbatical from 
-] Stanford to start a company, MIPS Compu- 
| ter Systems, to implement his ideas. 
. . MIPS — the company takes its name from 
| million instructions per second, a unit used 
.| to measure processing speed — initially had 


. a tough time convincing the computer indus- 
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try that RISC was a good thing. The fledgling 
company was rescued by an unlikely source 
of financial help — Kubota, an astute Osaka 
tractor maker looking to diversify. It stepped 
in with US$25 million for a 20% share of MIPS 
and rights to its technology. 

MIPS’ big break came early this year when 
Digital Equipment Corp. (DEC) — one of the 
world's leading designers of computer sys- 
tems — chose a MIPS chip for a new product 
over one that it had designed itself. 

The machine that DEC introduced was a 
work station, a high-powered, desk-top 
machine whose fast processing speed and 
high resolution screen make it suitable for 
scientists, engineers and designers. Work 
stations are currently the fastest-growing 
market in the computer business, with sales 
of US$ billion last year. 

Although there are many similarities be- 
tween them, work stations differ from per- 


Personal work station on the way 
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sonal computers in their operating system 
software, the set of programmes that govern 
the way the computer runs. Instead of pro- 
prietary systems like Microsoft's DOS or the 
Apple Macintosh Os, work stations charac- 
teristically run Unix, an open system origi- 
nally developed by US telecommunications 
giant AT&T that is rapidly becoming a 
worldwide industry standard. 

Selecting a microprocessor is one of the 
key choices that designers of small computer 
systems make. The crucial factor governing 
their choice is how much software the chip 
can run. But because Unixis open and a huge 
number of application programmes have 
been written for it, microprocessor manufac- 
turers do not have to worry about the avail- 
ability of software. 

The combination of a powerful operati 


PET 


The RISC business 


system — Unix was designed for minicom- 
puters — and fast chips is a potent one. 5o 
potent in fact that it can actually run some 
software written for personal computers fast- 
er than the personal computers themselves. 

The significance of this is that, though for 
the moment RISC chips are typically going 
into US$20,000 machines intended for the 
laboratory bench, they are heading for the of- 
fice desk-top and perhaps ultimately even 
the home. The high-speed boxes whose 
colour screens model-circuit layouts and 
molecules this year could well be preparing 
corporate slide presentations and in-house 
newsletters next year. 

MIPS claims that the prices of its chips are 
already comparable with those of Intel's 32- 
bit 386 chip (which powers IBM’s PS/2 compu- 
ter). The addition of NEC and Siemens to the 
company's existing roster of three US 
suppliers should bring prices down quickly, 
since all five will produce compatible, hence 
competitive, products. 

Having multiple sources around the 
world is good news for customers made un- 
easy by the unpredictability of an Intel-like 
monopoly on supply. The fact that NEC and 
Siemens make a wide range of semiconduc- 
tors, including memories, is also an advan- 
tage, since customers are increasingly opting 
for the better rates they can get by buying as 
much as possible from one vendor. 


One might soon say goodbye to clankety- 
clank, whirr, crash — the irritations and 
perils of storing your precious information 
on floppy and hard disks. That is the tantalis- 
ing prospect promised computer users by a 
new type of memory chip. 

Developed by Toshiba, the chip is an im- 
provement on electrically erasable pro- 
grammable read-only memory (known as 
EPROM). This is a type of chip which — un- 
like a dynamic random access memory or 
DRAM — retains the information stored in it 
even after the power is turned off. 

What has been holding E:PROMS back is a 
complicated, hence difficult to manufacture, 
memory-cell structure that has restricted 
them to a capacity so far of 256 kilobits. 
Toshiba's new chip features a cell that is just 
one-sixth that of conventional E?PROMS, 
enabling the production of a 4-megabit 
chip. 

Although the time taken to read informa- 
tion out of the chip is slower than that of con- 
ventional E2PROMs, it is much faster than 
most disk-memory devices. Since they do 
not require a drive mechanism, semiconduc- 
tors are more reliable than disk memory as 
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If you are considering, or are now, investing in one 
or more of Asia's fast paced stockmarkets, a trial 
of ASIAN MARKETS MONITOR may prove to 
be your wisest investment in 1989. As everyone 
knows a major key to successful investing is having 
the right information at the right time, and that's 
what each issue of AMM delivers to its many read- 
ers each and every week. 


A no nonsense, straight from the shoulder weekly 


newsletter AMM will provide you with detailed - 


market commentary, objective reports on sectoral 
developments and the reasons behind them, high- 
lights of results of large and medium sized com- 
panies, informed analysis and opinion and much, 
much more. | 


Normally available for longer terms for a limited 
time only we are offering a trial to . . . 

ASIAN MARKETS MONITOR so that you can 
discover for yourself how very helpful AMM can 
be to you when it comes to making the right invest- 
ment decisions. 


AMM is written, complied and edited by 
specialists throughout the Asian region and pub- 
lished by a wholly owned subsidiary of Review 
Publishing Company Ltd., publisher of the Far 
Eastern Economic Review, Asia's most authorita- 
tive business/news publication. 


Because we are so confident that once you've 
sampled AMM for yourself, you will discover 
how valuable it can be to you in making invest- 
ment decisions, we are offering a 13 issue 
trial-period for only US$150. That amounts to 
US$11.54 per week, less than the price of a moder- 
ate lunch. 


Why not begin 1989 with your best investment foot 
forward by placing your trial order to AMM todav. 


If for any reason after ordering AMM you wish to- em 


stop your trial subscription, you may dosoatany — 


time and receive a full refund of the unused por- E 
tion of your payment. Wu 


Order now while you are thinking about it and 
start receiving the kind of timely news and infor- _ 
mation you need to have about the Hong Kong, eu 
Singapore, Malaysian, Philippine, Thai and Ko- D 
rean stockmarkets. You have everything to gain 
and nothing to lose. 


To order simply complete the coupon and send it - 
along with the appropriate payment or completed  . 
charge card information. | 
To: Publications Div., Dept. AMM, Review Publishing D 
Company, Ltd., GPO Box 160, Hong Kong. os 


| om Yes! Please enter my 13 issue trial order to Asian Markets 
Monitor immediately so that I can begin to benefit from the 
investment intelligence I will receive each week. 13 issues — 

. USS150/£91/HK$1.170. | 

«CO Lperfer to order for 52 issues — US$599/£363/HK $4,670. d 

You may forward equivalent payment in any convertible cur- S 

B rency. ED 

o Lenclose___________ in payment thereof (cheque payable to 723 
Review Publishing Company Ltd.) Or, please charge myo ni 
credit card (tick one): 0088 
C] American Express G Diners Club 
C3 MasterCard (3 Visa 


Card. No. | 
Sig. CREE . saa eet ett Se st Lad nae mu 


Exp. Date ..... 
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THE 5TH COLUMN 


Trading paper barrels 


n 22 February, the Singapore Inter- 

national Monetary Exchange 

(Simex) launched a High Sulphur 

Fuel Oil (HSFO) futures contract, 
the first energy futures contract East of Suez. 
What are the prospects for, and implications 
of, its success? 

Over the past five years, petroleum mar- 
kets have undergone a revolutionary change 
with the rapid growth of trade in futures con- 
tracts. Trade in energy futures has become a 
crucial price-setting mechanism in world oil 
markets, with prices on the spot market gen- 
erally tracking the paper markets. The 
emergence of oil futures markets and their 
remarkable growth was a natural — some 
would assert inevitable — outcome of con- 
current trends in the petroleum, financial 
and commodity markets. 

The structural changes affecting energy 
markets since the later part of the 1970s have 
led to an unravelling of the global networks 
of the giant oil companies, the intrusion of a 
diversity of political and economic interests, 
and greater price volatility and uncertainty. 
The emergence of financial futures contracts 





Simex traders: at a crossroads. 


in the foreign-exchange and interest-rate 
markets, along with the growth of futures 
contracts in a variety of commodity markets, 
set the stage for the success of futures instru- 
ments in the petroleum sector. 

One result of the loss of confidence in oil- 
price stability has been the rapid growth of 
trade in the spot oil market — from less than 
15% of internationally traded oil in 1982 to 
50-60% by the mid-1980s. A further re- 
sponse to price volatility was the develop- 
ment of informal markets for the trading of 
cargo in forward months at fixed prices. The 
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futures market, essentially an institu- 
tionalised spot market offering standar- 
dised forward contracts with a formal settle- 
ment mechanism, was a logical evolution 
from the informal forward markets. 

Unlike the forward contract, the futures 
contract is traded in an organised market 
where sales or purchases of contracts can be 
offset or reversed so that traders are not 
bound to take physical delivery for consum- 
mation of such contracts. Thus, the paper 
market trades in “paper barrels” instead of 
the “wet barrels” traded in the physical mar- 
ket. Paper trading fundamentally involves 
arbitrage activity in which positions are de- 
termined by fluctuating differentials or 
“spreads” between prices of various crudes 
and refined products, between markets and 
between geographical or time zones. It 
serves three purposes: risk-management, 
price discovery or “transparency,” and 
speculation. 

While oil trading has always been an in- 
tegral part of Singapore’s petroleum indus- 
try, it was traditionally the preserve of the re- 
fineries, the volumes involved were small 


A 


and transactions largely based on long-term 
contractual commitments. Petroleum trad- 
ing activity proliferated inSingapore afterthe 
second oil-price shock of 1979-80. Singapore 
quickly became the focal point of the spot oil 
trade in the Asia-Pacific region. 
Surrounding Singapore are the major 
markets of the Pacific Basin — Japan, South 
Korea, Taiwan, India, and Australasia. Sin- 
gapore is also near Asia's crude exporters — 
Malaysia, Indonesia, China and Brunei. Sin- 
gapore's refining, blending, storage and 
shipping capabilities provide the essen- 
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tial complements to its trading nexus. 

Being neither a producer nor a major con- 
sumer, and coupled with a stable policy envi- 
ronment hospitable to private enterprise, the 
country has the necessary ambience fora free 
market in petroleum trading. An infrastruc- 
ture of international standing supports the 
role of Singapore as Asia-Pacific s premier oil- 
trading centre encompassing a wide range of 
refined products. 

In September 1988, at the annual Asia- 
Pacific Petroleum Conference, the Singapore 
Government announced its plans to launch 
the HSFO contract on the Simex trading floor. 

The HSFO futures contract will be for 100- 
tonne lots of 4% sulphur, 180 centistoke 
bunker fuel with a contract period of six con- 
secutive months and delivery at seller’s ex- 
shore, ex-ship or ex-barge facility in Singa- 
pore. Bunker storage facilities, in excess of 
450,000 tonnes, have been committed by 
Paktank, Van Ommeren, the Port of Singa- 
pore Authority and Caltex to provide tank- 
age for physical delivery of the contract. 
Simex has government backing to provide 
the fiscal and regulatory environment. 


o encourage oil-trading activity, the 
government is considering applica- 
tions from international oil and fi- 
nance companies for "approved oil 
trader" status which entitles significant tax 
breaks on wet and paper barrel trade profits. 
The approved oil traders (AOT), as well as 
Singapore-based oil trading firms who join 
Simex as commercial associate members, 
will be granted a concessionary tax rate of 
10% on profits from oil trading transactions 
similar to that of the Asian Currency Units in 
the banking sector. 

The choice of a fuel-oil contract as op- 
posed to other refined products is sensible. 
Other products are disqualified in view of the 
relative thinness of the Singapore market in 
those commodities. Only fuel oil has suffi- 
cient production and trade volumes in Singa- 
pore to accommodate futures contracts. As 
the world's largest bunker port handling up 
to 1 million tonnes of fuel oil a month, Singa- 
pore already has an active bunkers market. 
The physical fuel-oil market is estimated to 
average 2 million tonnes a month. 

Besides providing a ready baseload of 
physical trade, the large bunkering industry 
has an infrastructure capable of delivering 
small-lot sizes crucial to a viable trade in fu- 
tures contracts. The large number of particip- 
ants in the fuel-oil trade provides a ready 
clientele. Traders, the major oil companies, 
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` tential candidates who would use the oppor- | 


tunity for risk management via trade in the 
HSFO contract. Others would include the 
large financial firms such as J. P. Morgan, 
Merrill Lynch and Drexel Burnham Lam- 
bert, the “Wall Street refiners” Phibro and 
Morgan Stanley, the brokerage firm Refco, 
and major Japanese trading houses such as 
Mitsubishi, C. Itoh and Sumitomo. 

The rationale for launching a HSFO futures 
contract extends beyond the Singapore fuel- 
oil market. Fuel oil is the most widely traded 
and consumed product East of Suez. The 
fuel-oil market is more competitive than that 
of other products and requires more use of 
risk-management instruments. 

While it is possible to hedge the light and 
middle ends of the demand barrel, heavy 
fuel oil is not quoted on any of the world’s fu- 
tures exchanges. Both New York Mercantile 
Exchange (NYMEX) and the International Pet- 
roleum Exchange (IPE), however, are re- 
portedly in the process of developing Low 
Sulphur Fuel Oil futures contracts. Further- 
more, the time gap between the Asia-Pacific 
trading day and New York or London poses 
obstacles to the intensive use of energy-fu- 
tures contracts on the NYMEX or IPE by Pacific 
Basin-based interests. 

Singapore traders have a traditional at- 
tachment to conventional physical trading, 
but it is likely that the larger traders, oil com- 
panies and refiners will increasingly perceive 
the advantages of price transparency, hedg- 
ing opportunities and increased market 
liquidity via trade in the HSFO contract. 

Achieving an adequate level of liquidity is 
crucial. An initial problem in motivating par- 
ticipation in the futures market would be 
confidence in Simex's physical-delivery 
mechanism. Market participants need as- 
sured delivery if they are to commit them- 
selves to a futures contract. Noting the major 
losses suffered by the Japanese trading 


houses on the NYMEX and IPE oil futuresin the 


past year, it is also likely they will approach 


the HSFO contract cautiously. Japanese in- 


terests are the largest purchasers in the Sin- 
gapore wet-barrel spot market. | 
Industry observers suggest that the 
smaller commercial entities, both from 
within and outside the industry, will be 
among the most reluctant to engage in the 
market. This contrasts with NYMEX where a 
substantial number of small investors add 
significantly to the level of activity on daily 
trades. A lack of speculative interest would 
severely constrain liquidity in the futures 
market. If trade in the contract remains re- 
stricted to hedging activity by regional in- 
terests, the futures market will not attain the 
required volumes associated with a matured 
futures trade (three or four times larger than 
that being recorded in the physical market). 
Simex itself, as part of Singapore's finan- 
cial-services base, is at a crossroads. While 
some assert that the Singapore futures mar- 
ket is poised for further growth and diversifi- 
cation, more critical observers argue that the 


Simex has never completely resolved its 


problem of inadequate liquidity. 

The futures markets of both Singapore 
and Hongkong face competition. from 
Tokyo, and the rate and extent of deregula- 
tion of the Japanese financial market will af- 
fect Singapore's future as the region's finan- 
cial base. It may be argued, however, that Ja- 
panese liberalisation cuts both ways: it may 
well expand the size and depth of futures 
trading in the Asia-Pacific time zone. 


ee 
A successful Singapore HSFO 
futures contract . . . would widen 
the opportunities for hedging, 
for arbitraging against existing 
energy-futures instruments, and 
for speculating in the Pacific 
Basin markets. 
99 


A successful Singapore HSFO futures con- 


tract would fill the gap that currently exists in 


global oil futures at the heavy end of the pro- 
duct barrel. It would widen the oppor- 


tunities for hedging, for arbitraging against . 


existing energy-futures instruments, and for 
speculating in the Pacific Basin markets. It 
would also fill an important time and region- 
al gap in the global energy-futures market 
and act as a catalyst for boosting liquidity in 
Asia-Pacific energy markets. 

Finally, a matured trade in the futures 
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wy he Bangladesh Governmentis to float 

49% of the Telephone and Telegraph 

Board (T&TB), now a government de- 
partment, on the Dhaka Stock Exchange 
(DSE), with 12% available to foreign invest- 
ors. A highly placed source told the REVIEW 
that the cabinet it likely to give the go-ahead 
for the deal this month, after an inter- 
ministerial meeting has examined, and ap- 
proved, the sale. 

The sale is part of the govemment's 
privatisation drive, which informed sources 
attribute to President H. M. Ershad, who, 
having studied the growth of Thailand's pri- 
vate sector last year, believes Bangladesh's 
economy could benefit from the unhindered 
development of the private sector. Sources 


contract would add to price transparency. 





known as Bangladesh Telecom Ltd (B 















This last function is especially relevant to the | 
Pacific Basin market which is notably |. 
"opaque" relative to its Atlantic counterpart. 
Asia-Pacific petroleum-market fundamen- | 
tals are largely a matter of informed estimates |. 
by participants. Current and regularly up- |. 
dated (biweekly or monthly) data on stocks, | f 
production, supply and purchase contracts, fe 
refinery throughputs, yields and margins, is. | _ 
patchy or non-existent for most countries in 3s 
the region, including Singapore. do 

There is a concern that the big Singapore. 
refiners with large fuel oil stocks at their dis- 
posal may be placed in an advantaged posi- 
tion compared with other traders, particu- | : 
larly if trading is thin and prices can be influ- | 
enced by the major players in the market. |. 
The small number of firms that are to be |. 
granted AOT status by Singapore's Trade De- 
velopment Board — expected to be about 10 
to 15 with the oil majors and large financial 
houses with vast trading networks most 
likely to fit the board's application criteria — | 
adds to such a concern. B 

Given the nature of trade in paper barrels, | i 
driven by price expectations, the successful |. 













launching of an oil futures contract is never 
assured. Both NYMEX and IPE have experi- | 
enced failures in this respect. Although an | 
outright failure in the Singapore HSFO futures | 
contract is an unlikely, most observers agree ! 
that it will take three to four years for paper | 
trade in the new contract to mature. a | | 





Tilak Doshi is a research scholar in the ener, B 
programme at the East-West Center, Honolulu, | 
and is affiliated with the Institute of Southeast. | 
Asian Studies in Singapore. F 





told the REVIEW that the new company, 
would have equity of Taka 500 mili 
(US$15.5 million) of which Taka 245 milli 
will be offered to the public. co 

While about 12% will be available to for 
eign investors, at least 10% (some say 15%) of 
the shares would also be reserved for th 
company’s employees. Telecommunica 
tions companies in Britain, Japan, West Ger 
many and France have already indicate 
their interest in investing in the propose 
company. dl 

The Taka 245 million BTL offering ma 
swamp the DSE. The largest offering so fa 
made through the DsE was last year's Taka 7 
million Beximco Pharmaceutical offer which 
admittedly, was substantially over-sut 
scribed. However, a DSE broker said thi 


féfifigs, because the institutional base has 
. widened with the establishment of nine pri- 
- vate-sector banks, 18 insurance companies 
- (including two life) and twoinvestment com- 
panies. He appeared confident that if the BTL 
float is a success the market would be able to 
handle much larger offerings — up to Taka 
. 500 million worth of shares. 
A Telephone and Telegraph Ministry 
Source said that BTL, once formed, will need 
. to raise at least Taka 500 million. According to 
. a DSE analyst, the money could be raised by 
“issuing interest-bearing debentures or bonds 
"with other benefits. 
—. According to documents prepared for the 
- proposed BTL, the Telephone and Telegraph 
Ministry's total assets have been estimated at 
Taka 6.23 billion. Last year, the T&TB’s total 
earnings reached Taka 2.58 billion, with pro- 
- fits of Taka 240 million. 

To give the then telephone and telegraph 

























































CURRENCIES 


A. recent US State Department report 
v on the trade practices of Taiwan has 
- focused attention on the continuing 
role of Taiwan's central bank in influencing 
"the NT dollar exchange rate. The report, 


- revaluation of Taiwan's currency, sets the 
tone for US-Taiwan exchange-rate talks 
¿which are due to be held some time before 
— The report, issued under the 1988 Omni- 
< bus Trade Act and sent to congress by the 
State Department on 9 February, points out 
that the NT dollar exchange rate is manipu- 
lated by the Central Bank of China (CBC). The 
department reinforces its criticism of Taipei's 
exchange-rate policy by suggesting, for the 
first time, that Taiwan allow its currency to 
float freely and be traded on international ex- 
changes. 

~ . The Omnibus Trade Act sanctions retalia- 
tion against countries which are judged tobe 
< using unfair trade practices, such as currency 
- manipulation or import barriers. The US re- 
- port also cites Taiwan's 1988 trade surplus of 
US$10.9 billion with the US and its US$76 bil- 
lion in foreign-exchange reserves as evi- 
dence that Taipei should continue to revalue 
the NT dollar. ! 

.. The proposal to float the NT dollar is un- 
likely to be taken up soon. Taiwan financial 
officials have rushed to dismiss the idea as 
premature. But Washington's insistence that 
any exchange-rate talks should focus more 








-which steps up US pressure for a further - 


" í dux gap SE WERE RE COUR PIU 
autonomy and flexibility, a corporate struc- 
ture recommended by the World Bank in 
1976 was adopted. But this did little good, so 
in 1979 it was made into a board, and, as 
such, began to make money. There were still 
problems however — the board was still 
under ministry control, and all development 
funds had to come from the central budget. 
The board could not reinvest its profits, and 
lacked the authority to raise funds indepen- 
dently from local or foreign banks. 

Kazi Feroze Rashid, telephone and tele- 
graph minister, said that last year’s devastat- 
ing floods severely damaged the telecom- 
munications system, and huge funds were 
now needed to overhaul and expand it. The 
government’s meagre resources were not 
equal to the task. In addition to overhauling 
the existing 150,000 telephone lines, it is fore- 
cast that up to 1.2 million new lines will be 
needed up to 1995. This demands massive 


resses for a free-floating NT dollar 









on Taiwan's exchange-rate policy than on 
the actual NT dollar rate suggests the pro- 
posal is likely to be put forward again. 

Yu Cheng, the deputy governor of the 
CBC, has said that internationalising the NT 
dollar now would be like “handing over eco- 
nomic sovereignty” because such a move 
would make Taiwan vulnerable to inflows of 
speculative funds, These would compound 
Taiwan's money supply problem and add to 
inflationary pressures. 

Bankers and government officials note 
that while Taiwan would gain political pres- 
tige by having its currency traded on inter- 
national exchanges, say in Hongkong or Sin- 
gapore, sudden instability could derail other 
planned reforms, such as the liberalisation of 
the banking sector. 

The central bank has adopted a policy of 
protecting exporters from rapid currency ap- 
preciation. Over the past three years, the NT 
dollar has risen from NT$40:US$1 in Sep- 
tember 1985 to NT$27.67:US$1. But the po- 
licy has been a costly one because to maintain 
a slow and steady rate of appreciation, the 
CBC must be a net buyer of depreciating 
US dollars. In addition, the predictable 
steady strengthening of the local currency, 
especially in 1986-87, enabled speculators 
to bring in funds, compounding the pro- 
blem. 

The central bank sets the daily mid-rate 
according to the weighted average of the 
rates of the previous day's currency trades, 
say US officials and local foreign-exchange 
traders. Two banks — the International 


aiivesutrierit. ACCÓrding to a document pre- 
pared for the proposed company, 1 million 
telephone lines would cost well over Taka 50 
billion to install, of which about Taka 30 bil- 
lion would have to be in foreign exchange. 
The report claims this sum could be raised 
and repaid with interest in five years’ time, 
thereafter leaving the company free to make 
substantial profits. 

It also suggested that the excise duty rate 
should be cut from the existing 100% to an 
average of 35%. This, the report says, would 
not only increase demand for telephone lines 
and other modern equipment such as fax, in- 
ternational direct dialling and satellite com- 
munications, but would also boost the gov- 
ernment's total revenues. 

Pakistan appears to have been encour- 
aged by Bangladesh's attempt to transform 
the T&TB into a limited company and a Pakis- 
tani team is expected in Dhaka soon to study 
its operations. | B 


Commercial Bank of China and the Bank of 
Taiwan — act as the central bank's agents. 
The central bank watches all interbank trad- 
ing, and adjusts the agent banks' trades ac- 
cording to the next day's predetermined 
rate. 

“The central bank has massive leverage to 
influence the exchange rate. With a system 
like this, how could the rate ever be anything 
except what the central bank wants?” said a 
financial analyst in Taipei. 

Chang Chi-cheng, the central bank gov- 
emor, responding to the US State Depart- 
ment report on 17 February, defended the 
CBC's role. “All central banks in the world in- 
tervene in their foreign-exchange markets, 
and the degree of intervention by the CBC is 
only slightly higher than by those banks," he 
said. 

Chang said the exchange rate was cur- 
rently at a "reasonable level" and that there 
was little room for further revaluation. The 
central bank's resolve to defend the NT dol- 
lar for the time being was highlighted by the 
absence of any further strengthening of the 
local currency in the wake of the report. In 
the past, the NT dollar has usually risen in re- 
sponse to US criticisms. 

The NT dollar's appreciation appears to 
be slowing down after its 45% revaluation 
over the past three years. The rate stayed 
generally stable in 1988. But while business- 
men and financial authorities have grown 
weary with the long tug-of-war with the US 
over the currency, most agree that further 
rises are on the way, perhaps to NT$26:US$1 
by the end of this year. The next round of cur- 
rency appreciation is expected sometime 
in the spring, just ahead of the currency 
talks. 

Further revaluation of the NT dollar could 
spell quick and sudden disaster for many of 
Taiwan's traditional industries whose com- 
petitiveness overseas has been severely 
eroded. a 


———————— 
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n a recently published document out- 

lining the shape of the "New Asia," 

fund manager Indosuez Asia suggests 

that towards the end of this century the 
region will form one of the world's three 
major economic blocs — the other two being 
in North America and Europe. 

There is nothing remarkable about this 
suggestion, but the accompanying bland as- 
sertion that "this does not imply the growth 
of protectionism" should not pass unchal- 
lenged. 

It is precisely because managed trade is 
easier to sell to protectionist lobbies than free 
trade, and because it is easier to manage 
trade within the context of regional groups 
_ than ina multilateral context, that the current 
trend towards regionalism is so marked. 

There is admittedly an initial trade-creat- 
ing effect in the formation of a local free-trade 
area, common market or the like. The forma- 
tion of the then European Economic Com- 
; munity in 1957, for instance, is reckoned to 
| have added 2-4 percentage points of growth 
| to world totals. But then "Eurosclerosis" set 
| in as European countries settled down to a 
| cosy existence of trading increasingly with 
| one another. 
| At the same time that this was happen- 
| ing, Japan was demonstrating just what can 
| 
$ 
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| be achieved by a country which ploughs its 
own furrow — seeking raw materials wher- 
| ever in the world they can most advantage- 
ously be obtained and selling manufac- 
| tures wherever the markets are best de- 
| veloped. 
| The astonishing economic success which 
| Japan went on to achieve so scared both 
| Europe and the US that they set about shor- 
| ing up their own markets by doing deals 
| with their near neighbours. No doubt these 
| too will have some initial trade-boosting im- 
| pact, though the longer term trend will 
| doubtless be for the parties to look increas- 
_ ingly inward, behind the new walls they are 
building. 

Some people think this trend will become 
apparent sooner rather than later. British 
Chancellor of the Exchequer Nigel Lawson is 
one. He made a remarkable verbal assault 
upon Europrotectionism the other week. It 
bears repeating here for the benefit of those 
unaware of the dangers of mercantilism in its 
new regional guise. 

Europe, he said, "certainly needs to drive 
a hard bargain with the rest of the world: and 
it is an important objective to persuade other 
countries to open up their markets. 

“But all too often proposals for reciprocity 
| go far beyond this legitimate aim and seek 
either to impose constraints upon bilateral 
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Lhe protection racket 


trade orto make such unreasonable and doc- 
trinaire demands for the terms of [European] 
Community access to other markets that the 
predictable result is no access at all." 

Anyone who doubts that the pace of eco- 
nomic regionalism has accelerated need look 
no further than the Review of Developments in 
the Trading System published recently by Gatt 
and covering the period April-September 
1988. 

In that short period alone various steps 
were taken towards the creation of the so- 
called Single Market within Europe, a legisla- 
tive committee in the US approved a bill to 
implement the US-Canada Free Trade 
Agreement and Australia and New Zealand 
agreed to accelerate the pace of implement- 
ing their Closer Economic Relationship 
agreement. 

In the same six months, Brazil and Argen- 
tina signed an economic cooperation accord 
(which includes trade), the Caribbean Eco- 
nomic Community held a summit to agree 


Constraints on output 


on further trade concessions, the Organisa- 
tion of Eastern Caribbean States moved 
closer together on trade and the EC and 
Comecon (the Soviet-East European bloc) 
signed a formal recognition pact. 
Meanwhile, attempts to get multilateral 
trade cooperation moving again via the 
Uruguay Round of Gatt foundered upon the 
rock of agricultural protectionism. So who 
can blame the Asian countries if they too 
begin moving more rapidly towardsbuilding 
their own cartel in the final decade of the 20th 
century? No one. But let us not be deluded 
about the protectionist implications, 
Another bit of nonsense which ranks 
alongside the idea that economic re- 
gionalism is as good as multilateralism is the 
current notion that the old nostrums about 
avoiding undue financial gearing are out- 


many people think. In its most recent Quar- - D 
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dated in the age of leveraged, or manage- 
ment, buy-outs. »u 
In the US, the Federal Reserve hasstarted |. 


voicing concern about mega-deals such as |. 


Lo 


the US$25 billion Nabisco buy-out and now |- 
the Bank of England is beginning to grum- b: 
ble. M 
The anxiety of central bankers, noted | " 
Robin Leigh-Pemberton, governor of the |. 
Bank of England, "focuses partly upon the | 
consequences for banks of excessive expo- | 
sure to highly geared corporationsorsectors; | 
but there are concerns too that the viability of | 
individual companies may be putat risk, and | E 
even that higher corporate gearing in aggre- | 
gate may have implications for the conduct rf E 


noted ominously, "have yettobetestedinan | 
[economic] downturn." E. 
That downturn may be less far off than | - 
i 
terly Bulletin, the Bank of England suggests | 
that output is now growing “above sustaina- | 
ble rates,” not only in the US and Canada | 
(plus Britain) but in Japan too. The risk that 
strong demand will be reflected in higherin- | 
flation rather than higher output in future is |. 
real, says the bank. 


The problem is that output in all these be 


of monetary policy." Such arrangements, he | 


countries is bumping up against capacity | _ 
constraints. More worrying though is the | _ 
fact that fiscal policy, as noted recently in | 
these columns (REVIEW, 9 Feb.) has ceased to | 
be a respected tool of macro-economic man- | E 
agement among principal Western govern- | e 
ments, and even Japan has been persuaded | 
to adopt more profligate demand-manage- | 
ment policies. [o 
Monetary policy is thus now hostage to | 
fiscal laxity and demand mismanagement. it | 
is also the tool of exchange-rate policies | 
which, the Bank of England suggests, are |. 
unlikely to reduce the major current-account: 
imbalances in the world much further. 
Something, somewhere, has to give and that . 
is likely to be business and investment confi- 
dence in the face of rising interest rates. That. 
would open the door to an inflation-induced | 
downtum. x 
50 spare a thought for the developing. 
countries, as the Bank of England does. The. 
upward trend in US dollar interest rates dur-.. 
ing 1988 will have offset any benefit to thei 
terms of trade which might otherwise hav 
resulted from higher commodity prices anc 
from stronger export market growth, say 
the bank. The outlook now has to be fo 
even higher dollar interest rates given thi 
intractibility of the US deficits. For the Third 
World, plenty of painbut nogain. i 
B Anthony Rowle, 
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HONGKONG 


The China factor 


f there is a consensus among economic 

forecasters, it is that Hongkong's econ- 

omy will slow in 1989. To cite just two of 

the bears: the Hang Seng Bank predicts 
that real GDP will grow by 6.5% while Merrill 
Lynch sees GDP growing by 44.5%. This 
compares with an estimated growth rate of 
7.3% last year and the 13.5% in 1987. 

Both forecasts agree that China's drive to 
reassert central economic control and im- 
pose an austerity programme will contribute 
to Hongkong's slowdown. There is, how- 
ever, no agreement on what impact China's 
spiralling inflation will have on the territory's 
consumer price index. 

The Hang Seng Bank believes rising in- 
terest rates and production costs will dam- 
pen domestic and foreign demand. But this 
will largely be offset by higher invisible earn- 
ings and capital inflows and by high employ- 
ment. These factors, added to the expansion 
in the services sector and steady, but slow- 
ing, domestic export growth, will continue to 
underpin the economy. 

Overall, falling price competitiveness and 
a decline in import demand in Hongkong’s 
major markets will lead to a decline in ex- 
ports this year. Neither is the world trading 
environment particularly encouraging. Ac- 
cording to the OECD, economic growth in its 
member countries will fall to around 3.25% 
this year from 1988's figure of 4%. Further- 
more, growth in the volume of world trade is 
expected to fall from 9% in 1988 to 7.5% this 
year. 

The Hang Seng Bank says the average 
price of imports from China has risen only 
moderately despite the sharp increase in 
China's inflation. This is partly because in the 





absence of official devaluation of the renmin- 
bi, the currency continues to depreciate both 
in the official foreign-exchange centres and 
on the black market. 

This insulation could soon come to an 
end because of the overall weight of 
foodstuffs in the Consumer Price Index A 
(CPKA)) — which covers about 50% of the 
populace. Nomura estimates that about 20% 
of the rate of change in the CPI(A) in 1988 was 
owing to imports from China. According to 
the Hang Seng Bank, Chinese imports com- 
prise nearly a third of the foodstuff section of 
the CPA), but only 14% of the consumer 
goods in the same index. 

China supplies nearly all of the locally 
slaughtered pork, and 13% and 43% respec- 
tively of the value of fresh fruit and vegeta- 
bles imported. 

With China's foreign trading companies 
reasserting their monopoly, and continued 





Sources of inflation 
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inflation and shortages in China, the Hang 
Seng Bank believes that food prices will rise. 
Overall, December's CPI(A) rose 7.7% over 
the same month in 1987. But the 8.6% rise in 
food prices over the comparable period re- 
vealed in December's CPI(A) seems to indicate 
that China's foreign-trading monopolies are 
starting to pass on their rising costs. 

Merrill Lynch, which forecasts a sharper 
downturn than the Hang Seng Bank, be- 
lieves that retrenchment in China will have 
an increasing impact on Hongkong's econ- 
omy. A slowdown in China's imports will 
lead to a cutback of both domestic exports 
and re-exports. China now accounts for 
17.5% of Hongkong's domestic exports and 
34% of the territory's re-exports. A high pro- 
portion of Hongkong's domestic exports is 
consumer goods, and this sector is the most 
exposed to China's attempts to cut consumer 
spending. 

Additionally, the decine in foreign in- 
vestor interest in China, coupled with a 
clampdown on the ability of most of China's 
financial institutions to borrow from abroad, 
could, in the short term, diminish Hong- 
kong's role as a gateway to China. Finally, 
tighter controls by Peking could temporarily 
curb Chinese investment in Hongkong. 

Merrill Lynch believes that Hongkong's 
inflation stems not from China, but from its 
own overheated economy and the Hong- 
kong dollar's depreciation against the yen 
and some European currencies. It anticipates 
that inflation as registered by the CPt(A) will 
average about 6-7% in 1989. Moreover, the 
full impact of the China's retrenchment in 
China will not be felt until the second half of 
1989. m Ellen Salem 
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BLACK & DECKER 
CALTEX 
MCDERMOTT 
MITSUBISHI MOTORS 
REEBOK MIDDLE EAST 
SHELL 
SONY 
TOPPAN MOORE 
TOYO WAREHOUSE 
UNION CARBIDE 
YORK AIRCONDITIONERS 


i What do these 
international companies 


know about Dubai 
that you don't? 





They know that Dubai's Jebel Ali Free Zone m No personal income taxes. 
has introduced exciting trade freedoms m No import duties/export taxes. 
and benefits, enabling companies to set up m Unlimited cheap energy. 
Pena diae: bases in the They also know that with superb facilities 
| including an extensive infrastructure, state-of- 
Just look at these benefits-unique to Jebel Ali. the-art communications, accommodation, 
m 100% foreign ownership. hotels, hospitals, security and every modern 
m Unlimited transfer of profit and capital. amenity, Jebel Ali is a unique opportunity for 


= No corporate taxes for a minimum of 15 years. world markets. 


For more information contact 
Jie pali jall aide | auus 
| Jebel Ali Free Zone Authority 


Marketing Dept. No.07 

Jebel Ali Free Zone Authority, P.O. Box 3258, 
Dubai. United Arab Emirates. Tel: Jebel Ali 56578 
Telex: 46580 TPAJA EM, Cable: PAJADUB - U.A.E. 
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The new Minolta EP490Z plain paper 
Copier gives you many other productive 
and creative features, including Quadruple 
Zooming Power, Automatic Duplex and 
Overlay Copying, Standard Three Cassettes, 
Optional Triple Paper Stacker for 6-Way 
Paper Feeding, 20-Bin Sorter and Interac- 
tive Keying. 


EP4907 


——. 
En 








See Minolta copiers at: 


Bangladesh Brothers International Ltd. National Scouts Bhaban, Inner Circular Road, Kakrail Dhaka, G.PO. Box 767 Phone: 400042, 404929 
Hong Kong Minolta Hong Kong Ltd. Room 208, 2/F, Eastern Centre 1065 King's Road, Quarry Bay Phone: 5-658181 

India Methodex Infres Ltd. B-VF-1 Mohan Cooperative Industrial Estate, Mathura Road, New Delhi 110 O44 Phone: 636043 

Indonesia PT Perdana Jatiputra l. Bungur Besar 89, Jakarta 10620 _ Phone: 418809 (10 lines) 


Think of Minoltas 
new Simul-Color copyin 
like this. 


The new Minolta EP490Z gives you two- 
color copying that's as fast and easy as 
regular copying. 

Think of it. A copier that makes two-color 
copies in one quick scan. It's now a reality for 
your business with the new Minolta EP490Z's 
Simul-Color function. 

Simul-Color makes two-color copies in 3 
fast, easy steps. Simply set the Color Lever, then 
press the Simul-Color Key and the Print Key. The 
result is a perfect copy in black plus another 
color: red, blue, sepia or green. 








So now you can say goodbye to ordinary 
color copying. No more waiting for two scans. 
No more time-consuming procedures for desig- 
nating the color area. No more disappointing 
copies that don't really match up. 

That's because the Minolta EP490Z makes 
high-quality two-color copies just as fast as it 
makes regular black copies, at a quick rate of 30 
copies per minute. 

So contact your Minolta dealer about the 
new Minolta EP490Z with Simul-Color. It's the 
world's first practical color copier. 


INOLTA CAMERA CO., LTD.  Reprographic Product Operations 3-13, 2-Chome, Azuchi-Machi, Chuo-Ku, Osaka 541, Japan 
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If you are interested in China here's a 
double-barrelled offer you cannot 





The People's Republic of 


China Year-Book 1988/89 
The People's Republic, of ! 
China Year-Book 1988/89 is ¥ 
not only fascinating reading 
for those with social and cul- 
tural interests in China, but an ` 
essential reference for people 
with business dealings in the 
country. 


What is it? 
This annual volume with over 800 ` 
pages singularly offers the most 

complete guide to every aspect of 
life within China available today. Its 
fully updated contents range from 
the people and culture to economics, 
finance, trade, politics, education, 
science and technology. Plus countless 

other subjects covered in precise detail. 

It is the culmination of thousands of 
hours in research invested by the New 
China News Ltd., professionals who 















NOW THESE TWO 

ESSENTIAL WORKS 
CAN BE YOURS. 

AT A SAVING OF US$34.00 





afford to pass . . . 


The Almanac of China's 


Foreign Economic 
Relations & Trade 
1988 


China's trade policies with 
the rest of the world have 
never offered more 
opportunities than they do 
today. The country represents 
an unprecedented potential — 
an expanding market equivalent 
to one quarter of mankind. And 
yet, data on this rapidly growing 
economy has, until recently, been 
scant and unreliable. 
Now, there is one book that 
encapsulates every detail relevant to a 
businessman conducting dealings with 
China — The Almanac of China's 
Foreign Economic Relations & Trade. 


What is it? 


The Almanac records articles and data 


Buy both of these informative books 
and you can save US$34.00 off their 
original combined price. Which means 
that for only US$145 you'll get: 

€ Thousands of pages of detailed 
data examining the changing face of 
China. 

@ Expositions, speeches and articles 






know the country intimately. The result 
is a cyclopaedia of unparalleled insight 
and information. 


Who needs it? 

If you have any interests in China 

at all then you'll find the People's 
Republic of China Year-Book 1988/89 
to be an essential companion. And, 


contributed by leading scholars and 
specialists as well as representatives 

from China's Foreign Economic Relations 
and Trade Department. Its contents are 
extensive and detailed, systematically laid- 
out for ease of reference. It includes vital 
information to businessmen, such as trade 
policies and restrictions, and even offers 
listings of potential joint-venture 









because it is completely indexed, it is a contributed by specialists, pertaining partners. 
particularly helpful reference for to the exciting market potential and 
students, professors and people business opportunities available in Who needs it? 






conducting business in or with the country. The Almanac is absolutely vital to anyone 
thinking of, or already involved in, business 
relations with China. It is also a fascinating 
record of the changing face of China's trade 
policies. Not only is it one of the few books 
that offers an accurate view of China's 
economy but it is also the most up-to-date 
documentation of this data. 


To take advantage of this opportunity and save US$34.00 simply clip and mail this coupon to: 
E Publications Division, Review Publishing Company Ltd., GPO Box 160, Hong Kong. 


China. 

e Hundreds of photographs and 
illustrations of interest. 

€ Two systematic and valuable 
references for those with business 
dealings or academic interests in China. 








The People's Republic of China Year-Book 
1988/89 combined with The Almanac of 
China's Foreign Economic Relations 1988 
bring you all the information about China 
you'll ever need. 

Order your copies today. 














A O Please send ... copy(s) of The 
People's Republic of China Year- 
Book 1988/89 for which I enclose 
US$100/HK$780 per copy. For 
surface mail delivery add 
US$6/HK$47, for airmail delivery 
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| B O Please send ... copy(s) of The 
| 

| 
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| add US$22/HK$170. 
| 

| 

| 

| 
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Almanac of China’s Foreign 
Economic Relations & Trade 
1988 for which I enclose 
US$79/HK$615 per copy. For 
surface mail delivery add 
US$6/HK$47, for airmail 
delivery add US$22/HK$170. 





The People’s Republic of China 
Year-Book 1988/89 and The 
Almanac of China’s Foreign 
Economic Relations & Trade 1988 
for which I enclose 
US$145/HK$1,131 per set. 

For surface mail delivery add 
US$12/HK$94, for airmail delivery 
add US$44/HK$340. 
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Seoul’s money-go-round 


"s no secret that money makes more 

money, but South Korea's financial in- 

stitutions are intent on carrying this 

truism to a new height by raising 
money from investors and then ploughing 
most of it back into the stockmarket. 

Baring Securities reckons that listed 
banks, brokers, short-term finance com- 
panies and insurers will raise US$9.6 billion 
on the equity market this year — about 10% 
of current market capitalisation. Some 
US$8.5 billion is expected to find its way back 
into the stockmarket, and market watchers 
expect the new funds to drive up share prices 
further. 

The financial institutions are asking in- 
vestors to cough up almost as much as the 
total amount raised on the South Korean Ex- 
change last year, which was more than triple 
1987's record amount. There seems to be 
plenty of money sloshing around the econ- 
omy, so analysts expect little problem in rais- 
ing the funds. The financial sector already ac- 


counts for about 40% of the South Korea 


Stock Exchange US$100 billion capitalisa- 
tion. By the time the rights offerings are com- 
pleted it will be close to half. 

Last year, for the first time, financial as- 
sets in South Korea exceeded GNP, and since 
the end of 1985 total financial assets have 
more than doubled. South Koreans are still 
wary of putting their money overseas, so 
their investment choices are effectively limit- 
ed to domestic real estate and stocks. The 
government is committed to tightening 
curbs on speculative real estate investment 
but encouraging the development of the 
equity market. For investors, the implication 


South Korean rights issues 


Total 
US$9.6 


billion 





is dear: though the market is by no means 
cheap by international standards, in the ab- 
sence ofa severe economic downturn, stocks 
will continue to ríse for the next few vears. 

For the financial industry, raising all this 
new equity and ploughing it back into the 
market is more than simple speculation. The 
entire financial sector, and especially the 
banks, can use the increased capital to bolster 
their competitive positions as the financial 
services sector is opened up to both domestic 
and international competition. 

For a long time, banks have been the sick 
men of the South Korean economy, a fact 
which infuriated traditional financial ana- 
lysts as they watched bank shares soar over 
the past two years while manufacturing 
shares lagged. At the end of November, the 
banks had a weighted average p/e of 86 times 
1987 earnings. 

Quietly, though, the banks are being 
nursed back to health. Last year they more 
than doubled net profits and are scheduled 
to raise US$3.8 billion in new rights offerings 
this year. There is still a big overhang of bad 
loans — government officials say privately 
that the figure is about Won 6 trillion 
(US$8.88 billion) — but a buoyant economy 
and increases in assets have taken the bad 
debts off the list of policymakers' worries. 
The capital increases will bolster the banks' 
balance-sheets and bring them closer to in- 
ternational capital adequacy standards. 

If banks are merely recovering, brokers 
are likely to be financial powerhouses by the 
time foreigners are finally allowed in. The 
US$3.8 billion or so that securities companies 
expect to raise will partly go towards doubl- 
ing the size of their branch network this year. 
When foreign brokers open branch offices 
here in 1991 they will be up against well-en- 
trenched local competitors. m Mark Clifford 


Those familiar with Dairy Farm managing 
director Owen Price’s past insistence that 
food retailer Dairy Farm and convenience 
store chain 7-Eleven were natural com- 
petitors which operationally did not mesh, 
may find Dairy Farm’s HK$450 million 
(US$57.7 million) purchase of the 7-Eleven 
franchises in Hongkong, Singapore and Ma- 
laysia rather surprising. Dairy Farm finance 
director Tim Westinghouse now talks brave- 
ly of 7-Eleven’s “critical mass.” This, he says, 
makes7-Eleven more “our type of business." 

More probable is that 7-Eleven's sale is de- 
signed to enhance the market value of Jar- 


dine Matheson Holdings (MH), the vendor 


and the Jardine group's controlling com- 
pany. With their undervalued assets, JMH 
and associated company Jardine Strategic 


Holdings (SH) are an obvious source of ap- 
al to a takeover artist. 

Admittedly, the Keswick family’s control 
of JMH, which relies on JSH’s 32% crosshold- 
ing in JMH, is thought to be secure. But the 
Keswicks are street wise when it comes to 
tending off takeover plays. They donot want 
to be embarrassed by a friendly takeover 
offer that would show other group share- 
holders — including Keswick allies in the 
City of London — that their stock would be 
worth more if Jardines were freed from the 
Keswicks’ control. 

Indeed, former taipan Brian Powers’ ab- 


rupt departure last December (after just five t. 
months in the post) was probably related to |. 
his plans fora management buy-out eitherof |. 


JMH or group property company Hongkong 
Land. 

5o the Keswicks are back to their old 
game of unravelling value. JMH’s sale of 7- 
Eleven and its creation of wholly owned Jar- 


dine Pacific to hold its trading interests will 


create a focal point of value within JMH. A 
spin-off of financial interests, which include 
the highly profitable merchant bank Jardine 
Fleming, is also on the cards. 

Further down the pyramid, Broker South 
China Securities further suggests that the 


group's 33% holding in Land leaves the D 


property company vulnerable to takeover. 
Cheung Kong's Li Ka-shing may not bid 


under the terms of a seven-year standstill ag- | 


reed last year when he sold his Land shares 
to ISH. But other predators — perhaps Joseph 


Lau supported by the Hongkong Bank — .;. : 
could earn handsome profits onbreakingup | 


Land in Hongkong's rising office market. 


Of course, the thrust of the Keswicks' po- | - 
licy on Land since the Sino-British accord has. |: 
been toinvitea friendly takeover. Theironyis | 
that the Keswicks only grasped the scale of | 
Land's value after a property boom which | 
saw them cut JSH’s stake in Land and sell | 


major Land assets at bargain-basement price. 
Now the Keswicks might need to secure 


their Land flank. A general offer at knock- | 

down prices — as was done last year with de- _ 
would be | 
risky. However, it would be the easiest way. | 
The problem is that the newly activist stock | 
exchange may not let the Keswicks get away - 


luxe hotelier Mandarin Oriental — 


with it a second time. 


Investors, however, should note thatthe | 
joss for making money on Land is not en- | 


couraging. Land's plans to hang a choy sun or 


god of money in the prestige Landmark com- 5 | 
mercial complex at Chinese New Year were E 
rudely shattered when the 20-ft edifice fell | 


crashing to the floor. 
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BANKING 


Bank of New Zealand chairman quits amid row 


Settling of accounts 


By Colin James in Wellington 


mid political turmoil over its future, 

the Bank of New Zealand (BNZ) the 

biggest in the country, has lost both its 
chairman, Sir Ron Brierley, and the deputy 
chairman, Rob Campbell. They quit when it 
transpired the government wanted to get rid 
of them — and both left complaining about 
the government's policy towards the bank. 

The BNZ dominates the New Zealand 
clearing bank market, taking 40% of the mar- 
ket. Wholly state-owned since 1946, 12.996 
was publicly floated in 1987. The govern- 
ment tried to sell the remainder last year, but 
on 21 December dismissed all bids as too 
low. 

Certainly, low bids could have been ex- 
pected because in March and September last 
year the bank announced it had made provi- 
sions of nearly NZ$200 million (US$123.1 
million) to cover bad and doubtful debts. In 
January this year it added another NZ$200 
million to its debt provisions after the col- 
lapse of Equiticorp International, though it 
refused to disclose the extent of its involve- 
ment with Equiticorp. Informed sources say 
more bad news will arrive in the annual re- 
port in March, with the possibility remaining 
of more to come. 

In addition to the two resignations, 20 
senior staff have been "disciplined" — de- 
moted or shifted sideways — for injudicious 
. decisions. Chief executive Bob McCay, who 
is within 18 months of retirement, remains at 
his post, but the board is seeking a replace- 
ment. 

The turmoil is bad news for Finance 
Minister David Caygill, who wants to sell 
BNZ and use the money to cut the budget def- 
icit and retire debt. Caygill, while saying he 
believes the bank is sound, wants it spruced 
up quickly, as wellas a fuller exposition of the 
bank's finances. 

He has said repeatedly that his only 
reason for the change of chairman was that 
he wanted a man who could devote more 
time than Brierley, who as head of Brierley 
Investments Ltd (BIL), was often overseas. 

Caygill has appointed Frank Pearson, al- 
ready a board member, as chairman. Pear- 
son is investment manager of CML Insur- 
ance and arespected investment analyst, but 
lacks extensive administrative experience. 
Another board member, accountant Susan 
Lojkine, has been appointed deputy chair- 
man. Caygill said: "It is sensible to make a 
fresh start and appoint someone as deputy 
chairman who we think will work well with 
the new chairman." He had told Campbell of 


that intention before Campbell resigned, 
and called the resignation a “charade.” 

But inside sources believe this is not the 
whole story. They say Brierley had rear- 
ranged his affairs so he could devote more 
time to the bank. Further, Campbell said 
Caygill supported him as acting chairman 
after Brierley's resignation on 16 February, 
and also supported his plans for the bank, 
which had been endorsed by the board. 

The sources see the hand of Prime Minis- 
ter David Lange behind the resignations. 
Brierley and Campbell, they point out, were 
both friends and political allies of Roger 
Douglas, whom Lange manoeuvred out of 
the Finance Ministry in December last year. 
Douglas' resignation was the culmination of 
arguments about. budgetary policy, and 
what Lange saw as the "new Right" tenden- 
cies of Douglas and his big business friends. 
At one stage Lange said he “would not be 
seen in a bus" with such 
people. 

The affair is further com- 
plicated by the fact that BIL 
was one of the two final bid- 
ders (the other was National 
Australia Bank, NAB) for BNZ 
last year and as late as the 
evening of 20 December was 
widely expected to be given 
the nod. But, sources say, 
Lange intervened to stop the 
sale to BIL, which in any case 
was a 6576 partner in the suc- 
cessful bid for Air New Zea- 
land the following day. 

Some business interests 
applauded that decision be- 
cause BIL already had wide 
holdings in New Zealand industry and com- 
merce, and it may not have been appropriate 
for it also to run the country's biggest bank. 
The same objection would apply to virtually 
any New Zealand company or consortium 
big enough to buy the bank. 

Brierley stood down as BNZ chairman at 
the government's request during the bid- 
ding, toavoid any suggestion of conflict of in- 
terest. But during the final stages of the pro- 
cess BNZ was ordered by the government to 
open its books to BIL and NAB. 

Since BIL is excluded, NAB is now the fron- 
trunner to buy the bank, unless the govern- 
ment can find another foreign buyer. The 
other option, to sell the bank progressively to 
the public, would bring in less money be- 
cause the New Zealand market has yet to re- 
cover from the October 1987 crash. 

Ironically, Campbell has stated opposi- 





Caygill: bad news. 


tion to selling BNZ to a foreign company as 
one of his differences with Caygill. 

But the differences go deeper. Both Brier- 
ley and Campbell also disagree with 
Caygill's economic policies, in that they re- 
flect a widespread and growing unease in 
the business community, which has been 
particularly plain since Caygill has confirmed 
that taxes will rise to fund the 1989-90 
budget. 

Questions persist about the health of the 
bank and some have drawn parallels with 
problems the bank had a century ago, during 
the 1880s and 1890s, which led to the govern- 
ment rescuing the bank. Campbell dismisses 
the comparison because in its present trou- 
bles there is no suggestion of corruption and 
there has been relatively little lending to 
property and investment companies in- 
volved in speculative activity. Rather, he told 
the REVIEW, it was a matter of thebank, as the 
biggest operator, being caught in a general 
economic downturn. 

Campbell also insists the bank is basically 
sound and that decisions taken over the past 
few months will restore it to full health. In 
fact, it has remained and is expected to re- 
main in profit throughout its travails. But 
sources say that the bad and doubtful debts 
may dictate a new injection of capital — and 
Caygill, already wrestling 
with a very tight budget, 
would be extremely unwill- 
ing to divert government 
funds into capital for the 
bank. 

Meanwhile, another 
former blue chip New Zea- 
land company, NZI Corp., 
continues to suffer in the 
wake of the crash. On 20 Feb- 
ruary it reported a loss of 
NZ$83 million in the last 
quarter of 1988 to bring its 
losses over the first nine 
months of the current finan- 
cial year to NZ$262 million. 

General Accident (GA), 
which bought 51% of Nz1last 
year from BIL, will lend it NZ$100 million and 
suspend a payment due from NZI of NZ$180 
million on NZi's purchase of GA's Australian 
and New Zealand businesses. 

In the light of the results, NZI cancelled a 
NZ$286 million share issue which closed at 
the end of January, allowing those who had 
taken up rights to it to reconsider. The New 
Zealand Stock Exchange promptly sus- 
pended NZI — but equally promptly 
reinstated it after assurances that the cash 
issue would be relaunched on the same 
terms. 

An angry NZI managing director, Harry 
Kember, complained bitterly that the action 
was “irresponsible.” He added: “The news 
spread around the world like wildfire. It 
makes us [New Zealand] look ridiculous.” 
Securities Commission chairman Colin Pat- 
terson said NZI had acted very properly. m 
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Australian bond-dealers face a paper shortage 


Out of stock 


n———————————— ORR RUMI PA ———————5——— — 


By ACorrespondent in Sydney 
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larm bells are ringing in Australia's 
fixed-interest market. The sudden 


sharp drop in the value of the Austra- 
lian dollar has buffeted a market already 
concerned that an acute shortage of govern- 
ment-issued stock could see liquidity levels 
fall solow that the market will be severely im- 
paired. 

The drop in liquidity has raised fears 
about the possibility of excessive volatility 
and market manipulation. A shakeout in the 
bond-dealing industry has already begun. 
Many trading houses have wound back their 
dealing operations as turnover has dwin- 
died. The recent closure of the British-backed 
broking house York Australia is seen by 
many as the tip of the iceberg. 

In an attempt to counter the problem, the 
federal government has started consolidat- 
ing lines of stock that are not actively traded 
and reissuing them in the more actively 
traded months. 

While traders were already worrying 
about these fundamental problems, the sud- 
den fall in the Australian dollar by 3 US cents 
on 16 February, after an unexpected surge in 
the current-account deficit for January to 
A$1.54 billion (US$1.25 billion), saw yields 
on long-dated government bonds rise 44 
basis points in one day to touch 14.25%. 

While the Reserve Bank raised its redis- 
count rate to 16% from 15.7%, the market 
was spared even sharper movement by the 
action of Federal Treasurer Paul Keating in 
pulling away interest rates as a deliberate 
prop to the currency. In a move intended to 
shield the economy from even higher rates, 
Keating said he hoped the dollar would fall 
and that the government “will not be stand- 
ing in the way of stopping it.” 

The yield on the yardstick July 1999 gov- 
ernment paper soon eased below 14% again. 
Despite the continuing relatively high yield 
on Australian Government issues, dealers 
are waiting anxiously to see how foreign 
holders react after seeing their exchange 
value fall by 9% in a matter of weeks. After 
rising to a four and a half-year peak above 
A$1:US$0.89 in mid-February, the currency 
moved below A$1:US$0.81 by 21 February. 

Ironically, the longer-term problems in 
the bond market have emerged as a by-pro- 
duct of what has been hailed by Keating as 


Australia’s economic miracle — a tum- 


around from deficit to surplus in the federal 
budget. Large budget deficits in the early 
1980s led to a booming fixed-interest market 
as the government was forced to issue paper 
to finance its spending commitments. 


Under the Reserve Bank bond tendering 
system, the issues peaked in 1984-85 when 
more than A$7.58 billion of government 
bonds were released to a newly deregulated 
market hungry for quality stock. By 1987-88, 
the issues had dried up toa trickle of less than 
A$2.2 billion as the effect of a tight fiscal po- 
licy slowed the demand for financing. 

At that stage, the decrease in supply and 
Australia’s improving economic fortunes 
boosted the value of available stock as in- 
terest rates edged lower. But in the current 
fiscal year (ending 30 June), the government 
has forecast a budget surplus of A$5.5 billion 
in sharp contrast to the A$8.4 billion deficit in 
1983-84 and this year will make only occa- 
sional bond issues. 

The situation has been partially offset by 


the government's need to repay overseas 
debts. But though more than A$3 billion in 
debt will be repaid this year, stock on issue is 
set to fall further. 

Reserve Bank governor Bob Johnston, 


however, believes that the government's - : 
funding requirement reversal was “welcome —_- 


and necessary if we are to solve our balance i : 
of payments and debt problems. B 


"If in the end, a succession of surpluses : 
runs down the supply of Commonwealth 


Government Securities [CGS], should this be 


of concern?" he asks. "The lower yields that Ti 
would go with a diminishing stock of CCS... 
should reduce the cost of government fund- 


ing. That is a benefit not to be ignored. 
"On the other hand, one cannot foretell 
the future course of public finance suffi- 


ciently clearly to be confident that the strong . : 
and deep market in Commonwealth sec- -07 
urities could be permanently dispensed des 


with," he said. CU 
Bond traders, who need the liquidity pro xr 


vided by a constant supply of governmentis- - i ; 


sues, may not all still be around in a year or 
two to find out the answer. " 





IN VESTMENT 


US fund managers are buying more Japanese equities 


Mid-West looks East 


——————————————— —————————— RIERRRIRPRRRRRREERI 


S-based institutional fund managers 

are finally putting more of their 

money into Japanese equities. As of 
31 December, the median money manager 
with international holdings put 39.375 of his 
money into Japanese equities, according to 
Intersec Research Corp., a Connecticut- 
based pension fund research company. That 
is slightly higher than the 36.5% recorded 
three months earlier. 

After five consecutive years of net selling, 
foreign investors, including Europeans, 
were net buyers of Japanese equities last 
year, purchasing ¥49 billion (US$380.1 mil- 
lion) more than they sold. This is a sharp 
turnaround from 1987, when selling out- 
paced buying by €7 2 trillion. 

US fund managers have cautiously un- 
derweighted Japan in their portfolios, forgo- 
ing strong returns as the Tokyo market has 
hit peak after peak, but comforting the many 
US investors who believe a fall in Japanese 
stock prices is inevitable. 

But share values continue to rise. A typi- 
cal Japanese company sells for nearly 54 
times its estimated per-share earnings — 
the US, the figure averages just 11.6 times 
earnings. Dividend yields in Japan average 
just 0.5% — in the US, itis 3.7%. 

"We continue to be somewhat cautious 
about the more elevated valuations, but it’s 


possible to buy in this kind of market,” said 
John Abbink, portfolio manager at Credit. 
Suisse Asset Management, a New York- = 
based subsidiary of the Swiss banking giant. 
There are, he added, "plenty of companies" 
in Japan trading below the average p/e ratio. 
Most American managers still lag far be- 
hind the widely used Morgan Stanley/Capi- 
tal International Europe Australia Far East 
index (EAFE). This index, based on a basket of 
stocks from 18 different countries, strongly 


favours Japanese securities with a 64.796 — 


weighting. Had a company invested only in 


the EAFE index, it would have averaged a B 
35.3% return, Intersec says. The median = 
pension fund manager achieved returns of 


only 25.375. 

But some US managers remain uncon- 
vinced, and confidently underweighted. 
"EAFE isn't God," said Emad Zikry, senior 
vice-president at Mitchell Hutchins Institu- 
tional Investors, which has 31% of its inter- 
national portfolio invested in Japan. "One 
has to be more conservative than just throw- 
ing money at a moving target," he warned. 
Zikry predicts that the stable interest rates 
and strong monetary growth fuelling the Ja- 
panese market will disappear and trigger not: 
a crash, but a gradual sell-off. 

He compares the Japanese stockmarket. 
to a bubble. “It might take two months, or 
two years, for the bubble to burst,” Zikry 
claims. u 








Small businesses could cut India’s unemployment 


Little victories 


By Jayanta Sarkar in Bombay 


mall may not always be beautiful in 
S India, but it has certainly proved to be 

useful. The country is facing growing 
unemployment and small enterprises are in- 
creasingly seen as a possible source of relief. 
So far they have not done badly, but govern- 
ment policy will be decisive in determining 
their development. 

The main attraction of small-scale indus- 
try (SSI) lies in its employment potential. The 
number of workers employed in the sector is 
increasing by more than 5% a year, against 
1.8% in large-scale units. According to a re- 
cent Planning Commission study, small 
businesses accounted for 80% of jobs within 
the manufacturing sector in 1984-85. 

The small business sector's other big ad- 
vantage is the low cost of creating a job. The 
SSI sector can claim membership of close to 
1.6 million entrepreneurs who in turn have 
created jobs for more than 10 million work- 
ers, says N. Raghunathan, the development 
commissioner for small-scale industries, the 
top government official with responsibility 
for this sector. 

The jobs have been created at a fraction of 
the cost it takes to create jobs in large-scale in- 
dustries, he adds. About 95% of the ssi units 
have an investment of less than Rs 500,000 
(US$32,786). 

But the jobs can be created only if the 
units remain viable. Here the motivation of 
the individual entrepreneur is as important 
as the environment in which he operates. 

. There are a number of schemes designed 
to help the entrepreneur. But while the pow- 
ers-that-be are speaking of expanding and 
encouraging the ssi, other forces are hinder- 
ing its development. 

Since the early 1950s, the government has 
reserved some items exclusively for manu- 
facture in the ssI sector. The list of items was 
expanded from about 250 to more than 800in 
1978. At present about 840 items are listed. 
But a powerful lobby, backed by large-scale 
industry and a section of the bureaucracy, 
has been pressing for an end to the reserva- 
tion system. 

But the biggest single problem facing the 
SSI is a shortage of start-up and development 
funds. Government-run banks and other fi- 
nancial institutions are supposed to provide 
the necessary funds. But most of them insist 
on substantial collateral and other guaran- 
tees and effectively deter prospective first- 
generation entrepreneurs. The banks deny 
any discrimination. They say the sector ac- 
counts for 29% of GDP and has secured 





16% of bank credit, about the same as the ag- 
ricultural sector which accounts for 38% of 
GDP. 

The government has been talking of set- 
ting up a special bank to meet the needs of 
the small enterprises. But after initial en- 
thusiasm, the proposal appears to have run 
into snags. 

If itis hard to set up and start a small busi- 
ness, it is even harder to keep it running — 
for two reasons. First, as soon as such a unit 
encounters financial problems, the banks 
tend to cut off funds. Uncertainty surround- 
ing the availability of working capital has be- 
come the bane of this sector. 

Second, the medium and large groups 
which buy the products of the small enter- 
prises often delay paying for these supplies, 
creating a liquidity crisis for the small units. 
Unable to turn to other sources of funds — 
like the inter-corporate money market or the 
capital market — the units face a mounting 
interest burden on outstanding loans, and fi- 
nally go under. 

Such a scenario has become quite com- 
mon. Out of about 158,000 ailing companies, 
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Small business in New Delhi: so far, 
translates to a little under 9% of about 1.7 mil- 
lion small ventures being on the sick list. The 
large-scale sector has fared better with a casu- 
alty rate of less than 1%. 

However, small enterprises do enjoy con- 
siderable tax advantages in the form of con- 
cessions in excise duty and sales tax. Indeed, 
a common allegation among critics of the sec- 
tor is that many small firms do not produce 
anything themselves, but simply sell some- 
one else's products as their own and claim a 


about 148,000 belong to the ssi sector. This 






o good. 


cut. Many are entitled to raw materials on a 
priority basis, but some entrepreneurs sim- 
ply sell them to others at a premium. 

By and large, the ssi sector has also failed 
to modernise. It has been criticised for not 
being very professional and its labour policy 
has been said to be arbitrary. One of its major 
weaknesses is the absence of a good market- 
ing system. The government has earmarked 
more than 400 items for exclusive purchase 
from the ssi sector, but that has not filled the 
gap created by the lack of a proper marketing 
system. 

The small business sector presents a pic- 
ture of contrasts. While every year some en- 
trepreneurs walk away with several official 
prizes for excellence in product quality and 
R&D, most churn out shoddy items which are 
not price competitive. 

For all its problems, however, the sector 
as a whole has expanded ina big way. In em- 
ployment generation, production and ex- 
ports, it has persistently achieved growth 
rates above the national average. According 
to a Planning Commission study, the village 
and small industies sector's share in the 
country's total exports in 1986-87 was 
44.78%. In terms of value added in the 
manufacturing industry its share worked out 
at about 49% in 1981-82. 

The total production of the small-scale 
sector in 1987-88 has been put at Rs 857 billion 
or 29.2% of GDP. Its product range now 
covers more than 5,000 items. Nearly 45% of 
consumer electronics and 45% of computer 
peripherals come from this sector. It also 
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contributes 29% of total export earnings. 

Further growth in the sector will depend 
on institutional changes. Asked what he 
considers to be the biggest problem for the 
small units, one businessman said acidly: 
“The government." He added: “We have to 
fill so many forms and keep so many ledgers 
and satisfy so many government inspectors 
that we are hardly left with any time to do 
business or any money to expand after pay- 
ing all the staff." E 


BRIEFING 


Seoul backs tourist project 

in North Korea 

The South Korean Government has 
decided to back a tentative agreement 
between Hyundai founder Chung Ju Yong 
and Pyongyang authorities to jointly 
develop a tourist site in North Korea near the 
demilitarised zone (DMZ) dividing the two 
Koreas. But Prime Minister Kang Yong 
Hoon indicated that Seoul was opposed to 
Hyundai's participation in proposed new 
shipyard and railcar facilities, pointing out 
that the projects could be used for military 
purposes. Kang said the development ot the 
picturesque Mt. Kumgang area would 
require consultations and a formal 
agreement between the two governments, 
apparently to ensure the safe passage of 
technicians across the DMZ and also to 
recover profits from the venture. 


China to set up foreign 
exchange stabilisation fund 

P China will set up a fund to stabilise 
tradingin foreign exchange at the 40 foreign- 
exchange swap centres, the China Daily 
reported. The fund will buy renminbi if its 
price falls sharply and sell when prices are 
too high. The swap centres allow Chinese 
and foreign enterprises to convert renminbi 
to foreign currencies at nearly twice the 
official rate of Rmb 3.72: US81, helping to 
reduce pressure to devalue the currency. 
The current price of a US dollar at the centres 
averages Rmb 6.62, and last year the centres 
handled US$6.26 billion, about a third of the 
foreign exchange enterprises were allowed 
to retain. 


New accounting rules 

for Japanese banks 

P The Japan Federation of Bankers’ 
Associations will introduce new rules in the 
half year to September 1989 to make clearer 
distinctions among different sources of 
income. Under the new rules, bond trading 
will come under a non-core business 
heading. Banks had been disguising big 
bond losses by transferring the loss from 
their trading account to their investment 
account. 


Japanese corporate issues 
boost financial markets 

P A surge in equity-related bond issues by 
Japanese corporations sharply increased 
international financial-market activity in 
January, according to the OECD. At US$33.7 
billion, the aggregate volume of medium- 
and long-term funds raised in international 
capital markets in January was US$12.5 
billion higher than December. Borrowing in 


external bond markets surged from US$11.8 
billion to just above US$27 billion, of which 
US$9.2 billion was mainly Japanese 
equity-related issues. Straight bond issues 
were also up — from US$9.2 billion to U5$16 
billion. 


Private investment in 

Thai power plants approved 

> Thailand's national energy-policy 
committee has ruled that private investment 
in electricity generation and sales will be 
permitted, breaking the monopoly of the 
state- owned Electricity Generating 
Authority of Thailand (Egat). The 
committee, chaired by Prime Minister 
Chatichai Choonhavan, said that joint 
ventures with Egat or other cooperative 
schemes would be the preferred method of 
investment. It also recommended that Egat 
publicly float shares on the Securities 
Exchange of Thailand. 





Taiwan's Evergreen places 

big order for Japanese ships 

> Taiwan shipping giant Evergreen Marine 
Corp. announced on 15 February that it 
would buy 22 new container vessels from 
Japan for US$1.1 billion. The ships, with a 
capacity of 4,000 20-ft equivalent units (teus) 
each, will replace older ships to help 
maintain Evergreen's competitiveness 
through the 1990s, chairman Y. F. Chang 
said. Evergreen is the world's largest 
container shipping line with 66 container 
vessels, the biggest of which measure 3,428 
teus. 


Australian inquiry puts 
pressure on Alan Bond 


> Australian business tycoon Alan Bond 
hasacase toansweron whether heisa fit and 
proper person to own television and radio 
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stations, the Australian Broadcasting E A 
Tribunal(aBr)ruledonl6February. The ABT — . 
is inquiring into a A$400,000 (US$329,200) 


payout to former Queensland state premier .— i 


Sir Joh Bjelke Petersen, and evidence given 
by Bond Media to a radio licence renewal k 
hearing. Bond's lawyers will put their case —— 
power to revoke or vary ownership of 
licences, is expected to bring in a findingon — 


Cambodia seeks economic 
cooperation with Thailand 

> The Vietnamese-backed Cambodian 
Government has set up a commission to 
promote economic relations with 
neighbouring Thailand, which officially 
bans trade with Cambodia but has allowed — 
private cross-border commerce to flourishin 
recent years. Cambodian Premier Hun Sen 
in January talked to Thai leaders about 
“investment, trade, forest and gem 
exploitation, construction and tourism,” js 
Phnom Penh's official newsagency reported .: 
on 14 February. The new commission for 
Khmer-Thai economic cooperation will be 
headed by Vice-Premier and Defence _ 
Minisiter Tie Banh, who is an ethnic Thai. 


OECD increases official aid 
to developing countries 

> Financial aid from the 18 developed 
member countries of the Development ! 
Assistance Committee of the OECD to Asiain 
1987 rose by 28% over the previous year, 
according to figures just released. The 
figures cover bilateral and multilateral 
official aid as well as non-concessional 
flows. Of the total net disbursement of 
US$15.7 billion, South Asia's share declined 
by 14% to US$3.89billion while Hongkong’s 
net receipts turned round from a negative 
net flow of US$1.4 billion in 1986 to US$3.7 
billion. Aid to China increased 33% to 
US$3.56 billion while South Korea repaid — . 
US$2.1 billion of loans in 1987. Japan, West ~ 
Germany and the US respectively were the 
biggest providers of official aid in 1987. 


Bangkok raises limit 

on foreign borrowing 

> The Thai Government foreign-debt 
committee recommended lifting the 2 
foreign-borrowing limit to US$1.2 biliona 
year, up from US$1 billion for the past three 
years. The cabinet is expected to approve the E 
measure, which would allow greater Um 
investment in infrastructure development. 
Under the budget forthe year beginning? 
September, the government planstoborrow 
US$1.19 million, more than halfin yen, for. 
development projects. ai 
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a a a Tokyo catches its breath uuu New York survives trade figure aa. 
but Australia doesn La a a bargain hunting u in Hongkong, Singapore, Kuala 
Lumpur in period ending 20 F eb ruary wee 


The result of a parliamentary by-election 
and the Recruit scandal undermined 
sentiment. The rally paused, but had 
resumed its climb by the end of the period. 
Fears of tighter margin requirements also 
dampened sentiment. Daily turnover was | 
a busy 1.6b shares worth ¥2.1t (US$16.7b). 
Kanebo rose ¥13 to ¥789. Nippon Oil 
firmed ¥40 to ¥1,780. 


Doubts about political stability during 
President Corazon Aquino’s attendance 
at emperor Hirohito's funeral combined 
with another increasé in treasury bill 
yields to depress the market. Daily 
turnoveraveraged 994.4m shares worth 
P114.7m (Us$5.37m). Benguet Corp. rose 
P3.1 to P66 but other mining stocks fell. 
PLDT fell 1.4% to P249. 


Many institutional investors sold stock in 
order to underwrite the Monetary 
Stabilisation Bond, but the market 
remained strong with daily volume 
averaging 13.1m shares valued at Won 
311.1b (US$460.9m). Securities and banks 
rose; electronics and machinery fell 
slightly. Korea Glass Manufacturing 
climbed 13 4%. 


Hongkong Investors were jittery, with rights issue 
rumours, recent interest rate rises, and a 
weak US dollar all depressing the market. 
Later in the period, bargain hunters 
appeared, and a stronger Wall Street 
triggered heavy buying. Trading was 
heavy, averaging 1.36b shares a day, 
worth HK$1.76b (Us$225.6m). Jardine 
Mattheson rose HK$1.30 to HK$19.70. 


| The mate gained steadily: in TONG 
volume despite some end-period selling 
as investors expected a credit tightening 
by the central bank, which sold some 
NT$38b (Us$1.37b) of CDs and construction 
bonds during the period. Turnover 
averaged NT$42.97b. Chung Shing Textile 
rose 16.8% to NT$23.60, while Nan Ya 
Plastics rose NT$9 to NT$89.50. 


PER : Sing apore It wasa topsy-turvy period W ith the 
SEE market heading sharply down on bearish 
overseas sentiment and then regaining —— | 
some of the lost ground asbargain-hunters | ^ 
moved in. Singapore Airlines shed 10s | 
cents (5.2 US cents) to $13.70 but banking 
blue-chip DBS managed a 5 $ cents gain to 
Ii Hostes finish at 558.75. Volume averaged 44.4m 
poro wares w shares, valued at S$80.9m. 


Kuala Lumpur Depressed sentiment in Tokvo made 

SE investors nervous and prices finished 
broadly lower, though bargain-hunting 
prevented some of the worst losses. 
Volume averaged 23.4m shares a day, 
worth M$37.9m (US$13.9m). Bank of 
Commerce bucked the trend with a 24 M 
cents gain to M$2.68, while Kesang Corp. 
ended at M$1.57, up 29 M cents. 


The market staged a slight recovery from 
the previous week's losses, and rises 
outnumbered falls. Turnover averaged a 
strong 8.7m shares daily, worth Baht 
690m (U5$27 22m). Property counter 
Starblock continued to lead the market, up ` 
Baht 13 to Baht 53. Charoen Pokphand 
group counters were also strong. Thai 
Industrial Gas fell Baht 24 to Baht 374. 





Initially, prices plunged because of Wall 
Street's weakness and interest rate fears. 
The market firmed just in time to be felled 
by Australia's current-account blowout. 7 
Subsequently, rising metals prices, easing | ^ 
domestic interest rates, and a falling 
Australian dollar restored some 
confidence. BHP ended at A$7.08 (Us$5.83), 
10 A cents higher. 


Institutional buying stemmed a three-day 
slide on 17 February, with volumes 
jumping to about Rs 570m (Us$37.38m) 
on the last day. Pharmaceutical shares 
remained strong, with good results 
expected. Hindustan Aluminium gained 
Rs 19 to Rs 190 and Century Textiles rose 
Rs 60 to Rs 1,550. Larsen and Toubro lost 
Rs 12 to Rs 102. 


Early weakness, owing to worries about 
forthcoming trade figures, attracted 
bargain hunters. The subsequent rally 
was helped by firmer currency and bond 
markets. When the trade figures arrived, 
investors were happy to find them only 


New Zealand The falling Australian dollar depressed 
vilae index 1.887 08 investors, and on light trading — 57m 
shares worth NZ$88.3m (US$54.33m) — 
the index slipped below 2,000. NZI 
Corp.'s nine-month NZ$262m loss, 
announced end-period, was expected to 
make matters worse. Fletcher Challenge slightly worse than expected. Turnover 
fell by 6 NZ cents to NZ$5.19, and Brierley 7 * ^ —  — ,, averaged 160m shares a day. Equity and 
Investments by 3 NZ cents to NZ$1.58. |CCXWITASOSOITM. bond indexes both rose. 
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B Education & Courses _ 


As the largest and most comprehensive university in Western 
Australia, Curtin offers 160 undergraduates and P a 
courses. It is recognised as a dynamic leader in tertiary 
education. 


Today, Curtin has over 13,000 students and 1,600 academic | 
staff. Its modern computing, library and research facilities enable 
the discerning student to gain an internationally recognised — 
qualification. 


Curtin operates on a semester basis with the first semester 
beginning in February and second semester in August. Some 
courses allow for a mid-year entrance. 


Curtin offers a wide range of courses on a fee-paying basis, and 
these include 


@ Arts, Education and Social Sciences 
." Business and Administration 
of Engineer Sciences 





















ivided into specific faculties, 

TEE — scho id depa . AT ication and Social Sciences, 

for example, phe the $ Sc chook of Communication and Cultural 
studies and the School of Art and Design among others. 


The University’s two branches are the Western Australian School 
of Mines and Muresk Institute of Agriculture. 





of Technology 


© cuntin 
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Curtin University of Technology GPO Box U 1987, Perth WA 6001 
Telephone. (99 9 350 7700, Fax a 458 4961 | 


"University of Technology: 
Perth Western Australia: 
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WEALDEN HOUSE 





a | An T Bel “99 | FREE RELOCATION SERVICE | COPYRIGHT 
ATTUNGA PARK COUNTRY RESORT. for properes n ne UK. We ha a atii te : 
FOR SALE | comprehensive portfolio of properties 
IE LUN tn of s e 
WITH APPROVED FURTHER DEVELOPMENT | Birdbrook, Stonegate, Wadhurst, East rg Eee Review's large 


Sussex, Er gland. TN57EU | 
Tel: 0435 17, Fax: 0892 515789, 
Telex: 9312102325 TWG 


have made it the premier source of 
information for those who do busi- 
ness, or have an interest, in or with 
Asia. 

As a testimony to the publication's 
editorial quality, many Review arti- 
cles have, over the years, been re- 


GOLD COAST HINTERLAND. 


* 5 star holiday retreat on 32.8 hectares (81 acres) includ- 
ing 4 secluded bungalows. Homestead. Heated pool. 





River frontage. Spectacular views. A subtropical 
paradise. 

* Approved and ready for Future Development. Existing 
detailed plans featuring: 76 Accommodation Units. 4 
Tennis Courts. Riding Club. Leisure & Sports Amenities. 

* Within an hour to both world class entertainment and 
tourist attractions. 


Contact: Nigel Cornick 
DAIKYO REAL ESTATE. 


GOLD COAST, AUSTRALIA. 
international: +61 75 92 0050 
Facsimile: (075) 92 1195 





This space is 
reserved for 
Classified 


Advertisements 


Reservations should be 
addressed to: 





International Classified Manager 
Far Eastern Economic Review, 
GPO Box 160, Hongkong 
Tel: 5-8328300 
Telex: 62497 REVAD HX 


printed in newspapers, magazines, 


educational textbooks, newsletters | 7 


ete throughout the world. 


Should you as an editor, publisheror | n 


on behalf of an organisation, eduea- 
tional establishment etc wish to en- 
guire about our reprint and 
copyright eharges, please address 
your correspondence to: 
Managing Director 
Review Publishing Company Limited 
GPO Box 160, Hong Kong 
Tel: 5-8328300 Fax: 5-8345987 
Telex: 62497 REVAD HX 


We welcome enquiries from ail me 
terested parties and assure you e 
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GRADUATE 


The first step in choosing a future career is to decide on a 
. vocationally oriented institution that provides recognised 
. professional degrees. 
The Western Australian College of Advanced Education is 
. one of the largest, government-funded tertiary institutions in 
^. Australia with some 13,000 students enrolled in 163 
.. undergraduate and postgraduate degree programmes. 
All students undertaking studies at the Western Australian 
- College of Advanced Education enrol in fully government 
|. approved academic programmes which are accredited by 
€ appropriate professional associations. 


Degree courses are available in Business, Arts and Applied | | 


< Sciences, Community and Language Studies, Education, 
-. Nursing and the Academy of Performing Arts which includes 
-. the Conservatorium of Music and the School of Dramatic 
= Arts. 
For details on the various study opportunities, contact: 
Mrs Christine Morrison 
Head, Overseas Education 
Western Australian College of Advanced Education 
PO Box 217 
Doubleview WA 6018 
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Western Australian College of Advanced Education | 


Taylor's College 
International 


Melbourne, Australia 
Established 1920 


A specialised senior High School which achieves 
remarkable success for its overseas students in 
their Australian University Entrance Examinations. 


Enrolment for 1990 courses should be made now. 


Places are limited - 
early enrolment is necessary. 


In a friendly and disciplined environment local 
Australian and overseas students receive intensive 
preparation for Australian University 
Entrance Examinations. 


* Student Counsellors 
* Reception on arrival in Melbourne 
* Assistance with accommodation 
*Excellent printed study materials 
For further information, write to: 
f e 3 ihe Principal, 
m<\\ Taylor's College, 






PO. Box 6178, 


Mathenurno Aiuetralian [ANNA 





























HUMAN RIGHTS IN SOUTH EAST ASIA 
Amnesty International needs two Executive Assistants | 
to work in the South East Asia region of the Research — 
Dept. at the International Secretariat in London. | 
Post 1 covers Indonesia, Papua New Guinea, the © 
Philippines, Fiji and other South Pacific Islands. Post2 . 
covers Kampuchea, Laos, Thailand and Burma. — 
Executive Assistants’ primary responsibility is to ad- _ 
vise and service Amnesty International's worldwide - 
membership on human rights concerns in South East - 
Asia. The work includes drafting background informa- 
tion and recommending actions on behalf of prisoners. 
| A background knowledge of the region, fluent English 
| andtyping and filing skills are essential. Knowledge of | 


team, often under pressure, and use initiative. 
SALARY : £12,015 per annum 
CLOSING DATE : 7 April 1989 
For further information andan application form please 
contact: Personnel Office, Amnesty International, In- 
ternational Secretariat, 1 Easton Street, London 
WC1X 8DJ. Tel: 837-3805 
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-T international 


Senior Management Advisor 
The Population Council 
We are seeking a senior management specialist to serve for two years as techni- 
cal expert and advisor to the chairman and senior management committee of 
the National Family Planning Coordinating Board (BKKBN) in Jakarta, in- 
donesia. Extensive experience in the design and management of complex pub- 
lic organizations, particularly planning, project management, organization 
analysis, MIS development and implementation, and budgeting and financial 
management. Related management experience in a large private corporation 
would be a major asset. Prior experience in the operation and management of 
public sector maternal child health/family planning programs in developing 
countries would be desirable. Excellent verbal and written skills; a working 
knowledge of Bahasa Indonesia would be desirable. Salary: Mid 50'sto Mid 60's. 
dependent upon qualifications and experience. Excellent benefits. We espe- 
cially encourage applications from qualified female candidates. Forward appli- 
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Publication 





Readers 
HOW TO LEGALLY OBTAIN A are 
SECOND FOREIGN PASSPORT | 
With a second passport you can have recommended (d 


more freedom, enjoy greater security 





post) an asset. Candidates must be able to workina | = 


cation to Ms. Betty Joyner, Deputy for Personnel Services, The Population {o> 
| Council, One Dag Hammarskjold Plaza, New York, New York 10017. An EEO/ | |... 


and save a fortune in taxes, 

Exclusive Special Report — examines 
over 40 countries, reveals how to get a 
second passport legally, easily, query 
and cheaply. a revised and updated, 
4th edition — OUT NOW! 

£50 (US $90) or further details from: 


SCOPE LTD, 64R MURRAY ROAD 
PORTSMOUTH POSSJL UK 

Credit card orders by phone or fax ac- 
cepted. 


Phone: +705 507440 
Fax: 4705 501975 


to make appropriate enquiries and q. 
take appropriate advice before | 


sending any money, incurring any 


expense or entering into a binding | - 
commitment in relation to an ad- |. 
vertisement, The Far Eastern Eco- |. 
nomic Review shall not be liable to | 
| any person for loss or damage in- | 
 curred or suffered as a result of | 
| his/her accepting or offering to p 
accept an invitation. contained in. |. 


any advertisement published inthe |- 

























The big Mac gets bigger 
© | Malaysian companies do not often try to take 
| over American ones. But then, Vincent Tan 
. | CheeYioun — the man behind the bid forthe 
| Singer consumer durables distributor SSMC 
Inc. — has always thought big. Tan set up 
.| McDonald's hamburger operation in 
| Malaysia as a virtual unknown in 1982. He 
added United Berjaya and Sports Toto — the 
. | two companies that are making the SSMC bid 

| — to his stable in 1983 and 1985. 

They are now a major conglomerate 

centred around publicly listed Raleigh, with 
| interests in insurance, property develop- 
ment and manufacturing. Tan is now chal- 
| lenging Genting Bhd forthe No. 1 spotinthe 
gambling industry in Malaysia. 
-© The still-youthful Tan is a reclusive, 
| largely out of fear of kidnapping, the scourge 
of Chinese millionaires in Malaysia. He 
travels in a heavily armoured limousine with 
attendant bodyguards, butonce a year in Oc- 
| tober he ventures out to fulfil his obligations 
-. |. on McDonald's founder's day by serving in 
E the kitchen of one of his outlets. 





- vourite food. Tan prefers the freshest and 
. j| most delicately flavoured sashimi, soused in 
^|. his own potent concoction of chopped garlic 


- and chilli padi peppers. 


| Farmer's son makes good 


- Jakarta bookstores are currently awash with 
not one, but two biographies of the country’s 
. reputedly richest and best-known business- 
man, Liem Sioe Liong, 72. Both are attempts 
by local journalists at a serious in-depth look 
at Indonesia’s most successful but least pub- 
lic man. 

Liem may not have sanctioned either of 
these books: ever since last September's For- 
tune magazine named him among the 50 
-richest people in the world, he has been wary 
of the press. President Suharto, with whom 
“he once had close business links, was be- 
| lieved to have been upset by that article. 
,, Liem himself will 
12 not have been pleased 
about the book by 
Eddie Soetriyono (Suc- 
cess Story: Liem Sioe 
Liong) which publishes 
the “billionaires list” in 
which Liem ranks 48 
+ at an estimated 
; value of US$2 bil- 
lion — the same as 
Henry Ford H. 

Liem, a farmer's son from China's Fujian 
| province, has spent a lot of time in recent 
years tending his overseas holdings. Lately, 
| however, he is said to have shown more in- 
| terest in what has been his home for 50 years. 
i Liem is expected to be a key player on 
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. Hamburgers, however, are not his fa- - 


PUBLIC EYE 


Jakarta's fledgeling stockmarket through, 
among others, his Hongkong-based broker- 
age firm, First Pacific Securities. The other 
book, Liem Sioe Liong: from Fukien to the Inter- 
national Stage is by Sori Ersa Siregar and Len- 
cana Trita Widya. 


Smoothing over old scores 


Tamil Nadu's M. Karunanidhi, 65, chief 
minister of the Indian state for the third time, 
seems well on the way to his cherished goal 
of joining the pantheon of Tamil political 
heroes. Apart from his biggest-ever electoral 
success in January — a sign that Tamils have 
forgotten, or forgiven him, all the past 
charges of corruption and financial ir- 
regularities — he recently had the satisfac- 
tion of persuading Indian Prime Minister 
Rajiv Gandhi to agree to consult him on 
India's policy towards Sri Lankan Tamils. 
Karunanidhi's DMK party trounced Gandhi's 
Congress party candidate in the polls. 

His dignity was also restored when a 





foundation stone was laid in Madras at the 
14-year-old statue of Tamil savant Thiruval- 
luvar. He had this built while he was chief 
minister but had not been invited to its inau- 
guration after the late premier Indira Gandhi 
dismissed his cabinet during the Emergency. 

A political activist since the age of 13 
(when he took part in anti-Hindi agitation 
against northerners in the then Madras pre- 
sidency), the crusty, balding and somewhat 
dumpy politician is still known as Kalaignar 
(the master artiste) for his roaring success in 
Tamil film script writing. He has not been 
taunted — despite Gandhi's reference dur- 
ing the election campaign, to politicians hid- 
ing their misdeeds behind dark glasses — 
into shedding his sinister-looking shades. 
Married three times with six children, 
Karunanidhi is now busy grooming his sec- 
ond son M. K. Stalin tobe his successor, hav- 
ing failed with his eldest, Muthu. Stalin won 
a seat in the state legislature. 








No cloth cap in hand here 
If Australian Treasurer Paul Keating has a se 
cret weapon in his battle to get the econome 
on course for a fourth consecutive Labor vi 
tory, itis a little, cherubic-faced battler calle 
Bill Kelty. The 40-year-old secretary of th 
Australian Council of Trade Unions (AC. rt 
virtually single-hand- | 

edly defeated a left- 
wing push to derail his 
— and Keatings — 
plan forarestructuring 
of wages aided by a cut 
in income tax. 

Kelty carefully built | 
up a dedicated staff of. 
talented young gra- 
duates at the ACTU to 
help him reform thela- — ^ — OE 
bour movement and Manson the i image o 
Australian trade unionism from cloth cap tc 
briefcases. His round face and curly hair give 
him the look of an Irish street fighter, bu 
Kelty is an intellectual with a degree in eco 
nomics. 

Despite his enormous professional suc 
cess, having risen from poverty as one of fou 
children of a cook who had been deserted bi 
her husband, Kelty has no ambition to follow 
his friend and former ACTU boss Bob Hawk: 
into politics. He shuns all publicity anc 
wants only to get home as soon as possible 
close the door and relax with his wife anc 
two young children. 








Patriot of the airwaves 


Tsui Hsiao-ping, a popular Taiwan radi 
personality of the 1950s and 1960s whi 
moved listeners with her sentimenta 
dramas, recently returned to the limeligh 
with the publication of her memoirs of nin: 
years in prison on a sedition charge. She wa: 
convicted in 1968 of organising labourers anc 
promoting communism through some o 
her dramatic efforts off the air. 

Tsui, 66, published her two-volume 
Prison Diaries to clear her name. The first-rur 
of this best-seller has already sold out 
Taiwan's leading political newsweekly, Th 
Journalist, described this native of Shandon; 
as a maligned patriot, comparing her t 
China's Ding Ling. 

Unlike Ding, however, Tsui has no politi 
cal beliefs, and it is her political naiveté tha 
gives the memoirs part of its appeal. He 
original life sentence for sedition was re 
duced to 14 years in a retrial because of he 
popularity on radio. Released in an amnest 
in 1977 following the death of presiden 
Chiang Kai-shek, she had to wait until mai 
tial law was lifted in July 1987 before stari 
ing on her memoirs. A divorcee, she nov 
teaches in a high school in Taichung, centre 
Taiwan. od 


Sumitomo’s response is always decisive. 
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Résourceful innovations in Sumitomo's service. further 
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the "Garden City" with its award-winning landscaped parks. Now you can enjoy Thai's Royal Orchid 
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LETTERS 


Better fed than red 
The article by Rodney Tasker [16 Feb.] on the 
changing tactics of the Communist Party of 
the Philippines (CPP) points to the increasing 
difficulties faced by the party in its struggle to 
tum the Philippines into a communist state. 
Recent events around the world give more 
and more proof that communism just does 
not work. Cuba, Nicaragua, Vietnam, An- 
gola, Mozambique and Ethiopia are eco- 
nomic "basket cases" because of their mis- 
guided socialist systems. _ 

Meanwhile, the communist guerillas in El 
Salvador have recognised the fact that they 


| cannot win on the battlefield, and are pro- 


posing to take their struggle to the political 
arena. If the CPP leadership does not take 
heed of what is going on in other parts of the 
world, the communist guerilla movement in 
the Philippines will eventually shrink be- 
cause more and more young people will be 
less willing to sacrifice their lives for an ever 
more distant goal. 

Now is the opportune time for President 
Corazon Aquino to offer another chance of 
political negotiations to the CPP. If the CPP 
leadership takes advantage of such an offer, 
they could enjoy their lives in air-con- 
ditioned offices in Manila as well as take ad- 
vantage of the financial benefits now being 
enjoyed by Filipino political leaders. 


Granada Hills, California EUGENIO V. CORAZO 
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Burmese way to decline 
First I must congratulate the REVIEW for Bertil 
Lintner's reports on Burma. His articles are 


excellent and appear to be accurate most of 


the time from what I can gather from recent 
Burmese emigrants. I don't think Lintner's 
articles are biased as alleged by Kyi Win of 
Rangoon [LETTERS, 2 Feb.], who most proba- 
bly works for Saw Maung. 

. The Burmese military junta is incapable of 
invoking any enthusiasm among foreign 
businessmen or governments. Its economic 
policies have failed hopelessly and the world 
knows about it. Kyi Win knows that Burma 
has undergone drastic changes for the worst 
and has declined into an unenviable predica- 
ment over the past 26 years. How can he 
blame foreigners if they don't listen to 
Bomhu Abel's talk on the Burmese way to 


capitalism. 
Perth THEIN AUNG 
A media smokescreen 


I share Derek Davies’ distaste for “Single 
Issue Fanatics” in general, and for anti-smok- 
ing fundamentalists in particular [TRAVEL- 
LER’S TALES, 16 Feb.]. But Dr Judith Mackay is 
not threatening your poor little black lungs; 
she is not chaining anyone to a rock to pre- 
vent him from plunging into an ocean of tar 
and nicotine. 


Mackay is is nota threat t to donc m 
proposals against tobacco adv ertising and 
smoking are in line with similar measures 
adopted long ago by health authorities in a 
majority of industrialised countries. 

And as for tobacco sponsorship: sure 
enough, as Davies says, Mozart’s and Beeth- | 
oven's sponsors were not angels, but . 
Mozart’s and Beethoven's reputations - 
would have been harmed if they had been. 
sponsored by slave-trading companies, or 
opium-trading companies (even in 18th and. 
19th century Britain, you. would find "no-- 
slave" sugar at your favourite delicatessen). 

By the way, the luxury brand of cigarettes. 
which is advertised on the outside back cover. 
of the 16 February issue of the REVIEW is the. 
same one which sponsored the much publi 
cised ballet event in Hongkong last year. No 
paranoia, there is no deliberate “collusion”. 
between Davies and an "international to- 
bacco conspiracy." But put it another way i 
no media directed at the general public is: 
willing to publish a full article or broadcast a 
programme on the dangers of cigarett 
smoking, because of the loss in advertising i 


would represent. 
Hongkong FRANCOIS HIBOU 
Biography of Cheliaram 


Iam writing the biography of the late Kishin- x 
chand Chellaram, the noted Sindhi busi- 
nessman. I would like to hear from people =- 
who were associated with him or knew of © 
him and would like to reminisce about him 
or have relevant letters, photographs and. - 
press clippings. - 
Bombay HIRO SHROFF. 
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Under the cover of Confucianism | 
I think the criticisms of Lee Kuan Yew’s | 
wish for a Singaporean national ideology 
[COVER STORY, 9 Feb.] are well taken and. 
valid. The conditions are indeed different. - 
from Korea, Hongkong or Taiwan. Lee Kuan 
Yew will always raise suspicions on the poli-- 
tical implications of this move since he still. 
heads an authoritarian regime which muz- 
zles the opposition and the press. To show’. 
his sincerity that Confucianism as a moral set 
of values won't be prostituted for political. 
means, he must initiate democratisation as. 
his late friend Chiang Ching-kuo did for. 
Taiwan. | 
Confucian moral values and social at- 
titudes are not incompatible with political. 
democracy, as shown by Taiwan, South. 
Korea and Japan. In fact, Confucianist ‘Japan 
has the unique blend of “Oriental” consen- 
sus and national discipline alongside “West-. 
" political democracy which features a. 
bee press and unmuzzled opposition. | 
I hope the positive qualities of Confucian. 
moral values are not denigrated just because | 
Lee wants to institute it as state ideology. 
under controversial conditions. Here in our 
Spanish-influenced society, statesman Blas. 
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Weve earned our reputation 
as a no-problem port 





by hiri 


ng the worlds 


top movers and shakers. 


For several years now, shippers have been pinning 
the no-problem port label on The Ports of Virginia. 
We don't mind. The truth is, we've worked hard for it. 

In the past four years, 18 of the world's top shipping 
lines have moved to The Ports of Virginia. They came 
because they can count on us for excellent service day-in 
and day-out. They came because our people had the 
initiative to invent the country’s first and fastest dual- 
hoist cranes. And they came because we work nights 
and weekends to keep our customers satisfied. 

And shippers are equally satisfied, When their Cargo 
comes through here, they know it’s handled with the 


Please contact any one of our Far East Offices for your free subscription to the monthly Virginia Maritimer. 

SEOUL Room No. 1512, Kyobo Building, 1, 1-Ka 
Chongro-Ku, Seoul, Korea. TELEX: 787K25729. 
48, FAX 787/739-6538 


HONG KONG 11th Floor, Suite 1104A 2 Exchange 
Square Central, Hong Kong. TELEX: 81801-VPA HK 
HX, Phone 5-255313, Telefax: 852 5-810-5495, 


Phone 787/739-62 
FAX 5-81( )-5495. Wing Hong Li. Director of Mita 
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care and attention it deserves. It's a spirit of coopera- 
tion that keeps cargo tonnage increasing here year 
after year. 

And as the industry comes to realize we're the true 
Mid-Atlantic load center, we expect to be even busier. 


But that's okay, the people around here know how to 
handle it. 
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The Ports of Virginia 


Were the Natural Mid-Atlantic Load Center. 
\ irainia Port Auth ritu. 600 Wi rid Trade ( 'enter Ne rf Ik. VA 23510 
(504) 683-8000. Toll. free outside Virginia (800) 446-8098 


TOKYO 17th Floor, Fukoku Seimei Bldg., 2-2, 
Uchisaiwai-Cho, Chiyoda-Ku, Tokyo 100, Japan. 
TELEX: 2222531 VASTAT J, Phone 508-2750, 
CABLE: VASTPORTS TOKYO, FAX 508-2759. 






Ople recently called for the assimi 
Confucian ideals to help our country deve- 
lop thrift, postponed gratification, family de- 
votion, discpline and reverence for author- 
ity. 
Mandaluyong, 
Philippines KATHARINE ANASTACIA CHUA 
The Lees have got it all wrong [COVER STORY, 
9 Feb.]. If they want a subservient Singa- 
pore, they should not try to abolish English 
education. It will never work. Instead they 
should abolish education altogether, the 
way Mao Zedong did. If the Lees think that 
` to be Chinese or Confucian is to be subser- 
vient, then they should read the history of 
China and Japan. Their histories have been 
fraught with political upheavals, tyranny 
and ruthless governments. One would have 
thought the Lees knew that even Japan 
would not have achieved such political 
stability had it not been for the occupation of 
the Allied forces. If agovernmentis free todo 
whatever it likes, it would then not be held 
accountable for its wrongdoings. 

But there is also a more positive side of the 
Chinese culture — a respect for education. 
Education, however, encourages creativity 
and individualism. 
San Francisco ‘A PROUD CHINESE’ 


Search for a scapegoat 

The report [Islam’s hidden warriors, 23 Feb.] 
on military operations against villagers in 
Lampung, southern Sumatra, struck me 
as more suggestive than informative. The 
story’s text and single picture seemed to be 
an effort to impress casual readers that radi- 
cal Muslims were to blame for the social out- 
burst in Lampung. 

At the same time, as if as an afterthought, 
the story said that no one in the area had re- 
ported any radical Islamic activity before the 
emergence of the group involved in the Lam- 
pung incident. The story also mentioned 
speculation focusing instead on the possibil- 
ity of a land dispute. 

Photographs of burned-down houses 
printed in local weeklies such as Editor and 
Tempo contrasted sharply with REVIEW's 
single static photograph of men in sarongs 
walking leisurely past armed soldiers on pat- 
rol miles away from the scene of theincident. 
This, like the text of the REVIEW's story, 
suggested that reporter Michael Vatikiotis 
had been nowhere near the scene of the inci- 
dent. 

That should perhaps explain his use of 
suggestive phrases like "no one is in any 
hurry to attribute a credible religious basis to 
the [so-called] Kommando Mujaheddin." 

Last but not least, I believe that it would 
have been pertinent to mention the protests 
against the bloody incident lodged by 
Jakarta's Legal Aid group, the Institute for 
Human Rights, and other social organisa- 
tions. 


Jakarta (LIEUT-GEN.) ALISADIKIN 
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The table entitled "The NIC’s stubborn 
surpluses" [Clubbing together, 9 Feb.] and 
reference to Hongkong’s current-account 
surplus in the text are of particular concern to 
us. This is because estimates of the current- 
account balance are not available for Hong- 
kong. Figures are available for the visible and 
invisible trade balance but they do not in- 
clude investment income or transfer flows, 
which probably involve large outflows in 
Hongkong’ s case, When the OECD published 
this table in its latest issue of Economic Out- 
look, a caveat pointing out the omission of in- 
vestment income and transfer flows was in- 
cluded. It isa pity that your article has omit- 
ted thisimportant caveat when quoting from 
the OECD source. | ALA. McLEAN 
Hongkong Government Economist 
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Hanoi casts a long shadow 

Peter Carey's article [22 Dec. '88] and com- 
mentonitin your LETTERS column addressed 
the danger of Pol Pot's return and properly 
so. However, the more Hanoi — with help 
from sundry claques — wraps itself in the 
mantle of deliverer from and dispatcher of 
that terrible scourge, the less likely are we to 
remember that Pol Pot was pretty much a 
creature of its own making; Hanoi stood in 
Pol Pot's corner until he refused to toe the 
Vietnamese line. 

5o when we discuss the somewhat bleak 
prospects for Cambodian sovereignty and 
independence i in context with the Vietnam- 
ese "withdrawal," it behoves us to remain 
cognisant of who installed and controls the 
present leadership in Phnom Penh, whose 
will holds sway over its army, overseas of- 
fices, and the party and government ap- 
paratus, from ministries down through pro- 
vincial and village levels. How and by whom 
was the current constitution written; whose 
hand doses over every media and cultural 
outlet; whence come the textbooks for Cam- 
bodian schools and guidance for the monks 
in temples allowed to remain open? 

While answers to such questions might 
not rank with preventing the return of Pol 
Pot, they do bear addressing. 
McLean, Virginia JOSEPH I. SIMON 
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Refugees in a harsh world 

I read with much sadness and anger your re- 
portson the current situation of the Vietnam- 
ese refugees in Hongkong. With the govern- 
ment of Vietnam embarking on a policy of 
flexible and more pragmatic cooperation in 
international affairs, the nations involved 
in the refugee issue both in the region 
and elsewhere seem to think that they can 
simply and brutally ignore the plight of the 
refugees. 

The situation in Hongkong follows the 
hardened stance taken by Thailand and 
Malaysia to turn away refugees or close 
camps, while the resettlement countries in 


the West have consistently cut down the 
number of refugees accepted every vear. 
Granted the situation cannot persist indefi- 
nitely, but a more humane solution must be - 
found with the cooperation of all govem- | 
ments. | am particularly disturbed by the ex- - 
cuse of "compassion fatigue" used so often 
now by the Western nations to shirk their 
humanitarian responsibilities. 


Singapore KIM NINH 


Benefits of twinning 
In Letter from Ambon [22 Dec. '88], Michael - 
Vatikiotis concluded his dispatch with the | 
following sentence: "Yet even the Am- | 
bonese themselves are puzzled by the recent - 
twinning of their town with the Australian - 
Northern Territories capital of Darwin." = 
On behalf of Darwin City Council, I - 
would like to express concern and disap- . 
pointment at this statement. The twinning — 
proposal is recognised as having the poten- 
tial to foster trade, educational and cultural 
exchanges, tourism with direct access from. E 
Australia and competition in sport. xx 
Indeed, the Australian Embassy in ` 

Jakarta felt the twinning to be important. 
enough to send two representatives to join. . 
the delegation of 21 from Darwin for the offi- 
cial function. The Ambon and Darwin coun- ` 
cils are attempting to counter the comment. 
"Nostalgia is big business here," attributed 
to an Ambon hotel manager. On this basis . 
alone, one would have thought you would »- 

have complimented the twinning proposal. 
BARRIE MCINTYRE 


Darwin Darwin City Council 
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Shultz’ furtive ‘realism’ 

Regarding the demands for a referendum on 
the Basic Law, the people of Hongkong must 
understand that the Sino-British Joint Dec- 
laration was by no means solely a deal be- 
tween Britain and communist China. Behind ` 
the scenes, there was almost certainl 
another deal Dotween China and the Es 








repudiated the Republican platform, calling 
it the equivalent of "self-determination fo 
Dallas." 

Shultz said “the platform was not consis- 
tent with the Reagan administration's po- 
licy.” The American people swallowed 
Reagan’s political promise but, behind thei 
backs, his administration had a "realistic' 
policy to conspire with the governments ol 
Britain and communist China, to hand ove 
the 6 million inhabitants of Hongkong. — 
Auckland W. T. LEUNG 
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While the Recruit 
share scandal may 
yet topple Japanese 
Prime Minister 
Takeshita, the issue 
has highlighted the 
pervasive role 
political fund- 
raising plays in all 
parties, which will 
not be resolved by 
replacing him as leader of the ruling LDP. 
Tokyo bureau chief Charles Smith 
examines the flaws in the multi- 
constituency system, where the toughest 
battles are often against factional rivals 
rather than the opposition, and looks at the 
plight of a typical MP in satisfying financial 
obligations to his constituents. He also 
analyses the breakdown in the traditional 
pattern of big business funding to the 
parties, as mushrooming small firms buy 
influence with individual politicians. 
Meanwhile, the communists are not 
worried about funds, because of profits 
from their party newspaper, but they fear 
that a change to a single-seat system, 
recommended by some observers, could 
see the LDP continue in power. 16 

WEM Cover illustration by Peter Mong. 





Regional Affairs 


Foreign Relations : Indonesia-China 
Indonesian President Suharto meets the 
the Chinese foreign minister and agrees to 
normalise relations after 22 years 10 


a ara 
INTELLIGENCE 


Opposition Voice 

Taiwan's opposition Democratic 
Progressive Party (DPP) might finally get a 
daily newspaper sympathetic to, or at least 
not hostile to or derisive of, its policies. DPP 
legislator Kang Ning-hsiang has secured a 
publishing licence from the Government 
Information Office for a newspaper which 
will be called Capital Daily News. The 
government initially objected to the word 
"Capital," contending that the ruling 
Kuomintang government had its capital on 
the mainland in Nanjing and not in Taipei, 
where it has been functioning for the past 
four decades. Kang, a centrist in the party, 
has begun recruiting journalists and editors 


Bush and Deng in Peking (11). 


Foreign Relations : Bush in Asia 

The US president gives symbolic support to 
Asian friends, but touches a raw nerve in 
the Chinese leadership by inviting 
dissident Fang Lizhi to dinner 11 


China: Intellectuals 

A new debate on the merits of ‘neo- 
authoritarianism arises out of concern over 
where economic and political reforms are 
headed 12 


Japan: Emperor's Funeral 

The funeral ceremonies for Emperor 
Hirohito are wrapped in as much 
controversy as his life, but Prime Minister 
Takeshita uses the occasion to express 
Japan's new global commitment 13 


Japan: Defence 

Tokyo's agreement with Washington to 
develop jointly a new Japanese fighter runs 
into nationalist opposition in the US 15 


for a first printing in April. He is backed by 
native Taiwanese financiers. 


Singapore Soundings 

Indonesian officials say Singapore has been 
sounding out other Asean governments on 
applying a common ban on foreign 
journalists that offend one member 
country. The approach was apparently 
made before the recent Jakarta Informal 
Meeting on Cambodia. Although it 
apparently caused delays with certain visa 
applications for the meeting, the idea has 
met resistance in Jakarta official circles and 
seems unlikely to be accepted. 


Golden Challenge 


The Thai military's plans to promote a new 
Southeast Asian economic grouping that 
would include Indochina and Burma — 
otherwise known as "Golden Land" — are 
expected to be floated at an international 





Japan: Party Funding 

Prime Minister Takeshita reels from the 
Recruit share scandal, yet the ethics of 
political fund-raising are not an issue 
unique to his administration 16 


India: Ethnic Unrest 

Bodo tribesmen in Assam follow the 
example of other ethnic agitators to press 
violently for their own homeland 23 


Singapore : Housing 

The government sets racial quotas in public 
housing in a bid to minimise the effect of 
opposition to it by the Malay minority 24 


Indonesia : Army 

The army changes its original story that a 
bloody assault on a Sumatran village was 
aimed at Muslim extremists 25 


Philippines : Politics 

The contest to succeed President Aquino in 
1992 has already begun, with contenders 
making their political moves 27 


Hongkong: London's View 

The Thatcher government reviews its 
policy on the territory's political future as 
domestic and international criticism 
mounts 28 


Taiwan: Corruption 
In his fight against corruption, a district 
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Armistice discussions with North Korea 
away from the glare of publicity hold out 
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conference to be held in Bangkok in late 
April. Organised by the Thai supreme 
command's joint operations directorate, 
the meeting will be attended by academics 
and civilian and military officials from 
Asean, the US and China. The conference 
will be entitled: “Challenges Facing 
Thailand and the Region in the 1990s." 


Imperial Patronage 

Although Toyota dominates Japan's 
domestic car market with a share of over 
40%, Nissan Motor Co., the No. 2 maker, 
supplies all passenger cars used by the 
Imperial Household. The vehicle which 
carried the remains of the late Emperor 
Hirohito to the imperial mausoleum on 24 
February was a 20-year-old Nissan 
custom-built limousine, converted into a 
hearse two years ago for use in the funeral 
of the emperor's younger brother, Prince 
Takamatsu. Nissan's monopoly of the 
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imperial car market is said to have annoyed 
Toyota and the company recently offered to 
present the new Emperor Akihito witha 
specially designed, custom-built limousine. 
Civic Division 
The Royal Thai Army 
will set up its first 
civic-works division in 
March to help 
villagers in southern 
Thailand who were 
adversely affected by Sl, 
severe flooding in as 
November 1988. The AAAI es 
move is partofarmy Chaovalit. 
commander Gen. 

Chaovalit Yongchaiyut's ambitious 
programme to create one such division in 
each of the country's four army regions to 
engage in developmental works. The 
southern-based 4th Army Region is first on 
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A High Court ruling in London sheds little 
light on the International Tin Council 
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expansion programme despite members’ 
failure to agree to reforms 87 
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A Tokyo official warns of a growing risk that 
investment in US securities might stop, 
leading to a plunge in the dollar 88 


Malaysia: Transport 
Malaysian Airlines agrees to lease nine 
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the list in view of the pressing needs there. 
The programme marks a reorientation of 
the military's priorities now that security 
threats have abated. 


Islamic Ire 

Since the international row began over 
Salman Rushdie's book, The Satanic Verses, 
which is allegedly blasphemous of Islam, 
Philippine security agencies have kept a 
closer watch on the estimated 1,500 Iranian 
students living in the Philippines. The 
students, comprising the largest group of 
Iranians in Southeast Asia, are thought to 
be split roughly in half between supporters 
of the Ayatollah Ruhollah Khomeini and 
those who oppose him. Khomeini's 
supporters have demonstrated before over 
issues affecting Iran and Islam. Philippines 
security forces are especially concerned 
over British Airways flights landing at 
Manila airport, because the Khomeini- 
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sparked death threat against Rushdie has 
led to Islamic threats to hit British targets. 


Mongolian Movement 


Mongolia is interested in closer cooperation 
with the non-aligned movement and will 
press to upgrade its present observer status 
to full membership. The movement's full 
members already include the communist 
states of North Korea, Laos, Vietnam, 
Cambodia, Cuba and South Yemen. 
Mongolian Foreign Minister Tserpiliyn 
Gombosuren is understood to have said his 
country shares the movement's aspirations 
for a united world free from opposing 
blocs. Mongolia believes that of late, the 
movement has adopted a more realistic 
approach to the solution of world problems 
and has become a political force influencing 
the course of events in international 
relations, a view likely to be reflected in its 
increased cooperation. 


INDONESIA 


Suharto agrees to restore relations with Peking 


Breaking the ice 


By Hamish McDonald in Jakarta - 








ndonesia's decision to normalise its re- 
lations with China — officially frozen 22 
years ago after President Suharto’s gov- 
ernment accused Peking of backing the 
1965 coup attempt — fills in the last big blank 
space in China's diplomatic map and eventu- 
ally could significantly change the pattern of 
political relationships in Southeast Asia. 

For many years China has been courting 
the Indonesians, while pressure has been 
building from some interest groups in In- 
donesia itself for a resumption of ties. In 
April 1985, China's then foreign minister Wu 
Xueqian attended the commemoration of 
the 1955 Afro-Asian solidarity meeting in 
Bandung partly in the hope of an invitation 
to call on Suharto. Last year, negotiations 
through academic channels seemed on the 
point of achieving such a meeting between 
Suharto and a Chinese vice-minister attend- 
ing an Escap meeting in Jakarta. 

But on the occasions when it appeared 
the diplomatic ice might be broken, the 
Chinese overtures came up against 








tries’ UN missions, but word that a meeting 
had been decided leaked out through Japan- 
ese channels less than two days before it was 
held, causing a scramble by Jakarta-based 
diplomats to inform their governments. 

Qian and Suharto agreed that their UN 
missions begin talks on the normalisation of 
diplomatic relations, based on China's five 
principles of peaceful coexistence and the 
1955 Bandung conference's 10 principles, 
both of which stress non-interference in the 
internal affairs of other countries. 

The question of a Chinese apology for 
1965 was quietly dropped. Instead, Qian re- 
peated assurances that China would not 
meddle in Indonesian domestic affairs, 
either at state or party level. According to In- 
donesian State Secretary Murdiono, who 
held separate talks with Qian, the Chinese 
foreign minister also said Peking would not 
allow exiled members of the banned Indone- 
sian Communist Party (PKI) to carry out poli- 
tical activities in China. 

Indonesian sources said only about 10 PKI 
members are known to be to sheltering in 
China, including the only surviving member 


Suharto and Qian meet at Hirohito's funeral. 


Suharto's stubborn resistance — to the point 
where foreign and Indonesian diplomats 
alike doubted that any reconciliation could 
take place while the president remained in 
office. The gap between Jakarta's insistence 
on a Chinese apology for its alleged involve- 
ment in the coup and Peking's denial of com- 
plicity seemed to involve too much pride on 
either side. 

Suharto thus caused considerable sur- 
prise by his decision to receive Chinese For- 
eign Minister Qian Qichen on 23 February 
while in Tokyo for emperor Hirohito's fun- 
eral. The approach had come from Peking on 
6 February, conveyed through the two coun- 


of the PKI’s central committee from 1965, 
Jusuf Adjitorop. 

Although many diplomats in Jakarta are 
cautious about the early prospect of embas- 
sies reopening in the two capitals, the factors 
that led to Suharto's decision encourage the 
opening of missions sooner rather than later. 
Several domestic and international concerns 
are thought to have played their part, though 
Suharto himself has been characteristically 
reticent. 

The two meetings Jakarta has hosted on 
Cambodia were handicapped by the non-in- 
clusion of China, the principal backer of the 
anti-Vietnamese resistance, which perhaps 


allowed Hanoi to speak with a louder voice. 
One leading Indonesian scholar of Chinese- 
Indonesian relations, Lie Tek Tjeng, said re- 
cently the Indonesian initiative might have 
had more success if the two countries had 
diplomatic relations. Suharto and his advis- 
ers may also feel that Indonesia should posi- 
tion itself to take a more active part in the 
broader processes of détente involving the 
superpowers in Asia. Suhartois planning his 
first visit to Moscow in Septiember, on the 
way to or from a non-aligned meeting in Bel- 
grade. 

The Indonesian Government has come 
under mounting pressure from business- 
men for regular trade channels, since infor- 
mal direct trade was opened under the 
supervision of the Indonesian Chamber of 
Commerce and Industry (Kadin) in 1985. 
Kadin's lobbying clout on the issue has been 
augmented by the fact that twobusinessmen 
of Suharto's family circle, Probosutejo and 
Sudwikatmono Gitosarjono, have been at 
the head of Kadin's push into China. 


stimates put total bilateral trade 
since 1985 at US$2.23 billion, with a 
deficit of about US$365 million 
against Indonesia. About 800 In- 
donesian businessmen have travelled to 
China in the past four years, while about 
1,000 Chinese trade officials have visited In- 
donesia. The burgeoning trade has led to 
calls from Kadin for Indonesian cargo 
superintendence agencies to be set up in 
China to certify the contents and value of 
Chinese exports. Businessmen pointed out 
that without such procedures, urgently 
needed trade would be hindered and much 
trade that did take place would go through 
entrepots. 

Even so, the business lobby has been 
closely counter-balanced by the suspicion to- 
wards China held by the Indonesian military 
and Bakin, the state intelligence body. 
Bakin's director of the past 15 years, Gen. 
Yoga Sugama, is widely seen as the principal 
opponent of ties with Peking. Approval by 
Bakin is still required for visits by Indone- 
sians to China, though many Sino-Indone- 
sians are believed to flout the regulation. Re- 
cently, Jakarta immigration officials confis- 
cated the passports of 60 such people, includ- 
ing the prominent publisher Masagung. Mi- 
litary sources said they are still worried about 
the "internal political impact" of normalisa- 
tion. For this reason, a Chinese request to 
open consulates in certain provincial cities 
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Chinese — many still stateless — will be dis- 
couraged. 

What may have been the clinching factor 
in Suharto's own mind was perhaps a con- 
cern to clear up loose ends in what may be his 
last presidential term, making a break with 
the emergency conditions that surrounded 
his own succession to the late president 
Sukarno. The unexpected chance of a meet- 
ing on neutral ground provided the timing. 

The decision has been accepted 
philosophically by Taiwan, which has en- 
joyed good access in Peking's absence, and 


last year became the second biggest foreign. 


investor after West Germany. "We always 
knew it was a matter of time," said a spokes- 
man for the Chinese Chamber of Commerce 
to Jakarta, Taiwan's quasi-trade office. 
Taiwan representatives said they did not ex- 
pect any impact on the substantive relation- 
ship. "After all, money talks," one said. 
Indonesia's move will also clear the way 
for Singapore, which has long decided it will 
be thelast Asean country to open diplomatic 
relations with Peking, in order to dispel no- 
tions once prevalent in the region of Singa- 
pore as the "third China." Singapore recog- 
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Chinese leaders fear being caught in backlash 
£ 


Regrets only 


SANAS MAANA MAA HAEN ATE a 
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S President George Bush's brief East 

Asian tour largely achieved its sym- 

bolic task of stressing American com- 
mitment to friends and allies, though an at- 
tempt to make a point about the value of poli- 
tical diversity led to a clash with the Chinese 
leadership. 

His attendance at Emperor Hirohito's 
funeral — which gave the lead to other 
former enemies of Japan — was deeply ap- 
preciated in Tokyo. In Seoul, Bush took a 
middle path of pledging to keep US forces in 
South Korea “aslong as they are needed" but 
also promising to coordinate policies to back 
President Roh Tae Woo's North Korean dip- 
lomacy. 

In China, Bush's purpose was to show 
that Sino-US relations remain friendly and 
strong as the May summit meeting between 
Chinese leader Deng Xiaoping and Soviet 
President Mikhail Gorbachov nears. Bush, 
who headed the US Liaison Office in Peking 
in 1974-75, was hailed by the People's Daily as 

"an old friend" after his meeting with Deng, 
and a live interview on Peking television was 
the first ever conducted with a foreign leader 
visiting China. 

But then at Bush's last meeting, Chinese 
Communist Party General Secretary Zhao 
Ziyang bluntly warned Bush that American 
support for Chinese dissidents “will not con- 
tribute to the stability of China's political situ- 
ation and reform, nor be beneficial to Sino- 
American friendship." 

As he had done in 1987 after the dismissal 
of Hu Yaobang, Zhao argued that the pre- 
sent leadership occupies a political centre 
representing "the real force propelling 
China's reforms" framed by two extreme but 
mutually complementary points of view. 

“One view, complaming. Et the reforms 





old road," Zhao told Bush. "The other 
blames difficulties in reform on political fac- 
tors; they call for the introduction of West- 
ern-style multi-party parliamentary poli- 
tics," Zhao added. 

"Leaving aside the question of ideology, 
the basic problem with this [second] view is 
that it disregards the practical situation in 
China, and so would get us nowhere," Zhao 
said. "In real life, their actual effect is not to 
promote reform, but rather to provide a pre- 
text to those who would turn back the re- 
forms, and to stir up social disorder. As a 
small phenomenon they increase the obsta- 
cles to reform. On a larger scale, they would 
cause the reforms to suffer a reverse, which 
would have serious consequences." 

In essence, Zhao was saying that US sup- 
port for Chinese dissidents is a threat to 
Zhao's own political future as well as the re- 
forms — that he too, like Hu, could be held 
responsible and toppled if pro-democracy 
activists mounted a serious challenge to the 
authority of the party. 

A few hours later, dissident scientist Fang 
Lizhi and his wife were prevented by sec- 
urity police from attending a banquet as 
Bush's guests. 

Bush "expressed regret" over the incident 
to Chinese Vice-Premier Wu Xueqian the fol- 
lowing morning when departing from Pe- 
king's airport and asked the US ambassador 
to investigate the incident. 

A curt response by the Chinese Foreign 
Ministry, in reply to a reporter’s question, 
placed all blame on the US: “The US side, 
without discussing the matter with the 
Chinese side, invited Fang Lizhi to a banquet 
which was a banquet for Chinese leaders. 
The Chinese side had expressed its intense 
dissatisfaction at this course of action. We re- 
gret that some people now are trying to make 
a big deal out of this incident.” 

Buta US Embassv spokesman said it was 


nises neither Peking nor Taipei, but main- 
tains direct contact with both right up to 
prime ministerial level. Taiwan President 
Lee Teng-hui will soon make an unpre- 
cedented official visit to Singapore. 
Regionally, development of direct links 
will diffuse the pattern whereby different 
Asean countries talk to different communist 
countries, notably Indonesia with Vietnam 
and Thailand with China. Normalisation will 
give Jakarta more opportunity to express it- 
self on such questions as the orientation of 
Indochina, settlement of claims in the South 
China Sea, and regional security. n 


not customary todiscuss guest lists with host 
country leaders. “We consider this to be an 
American event, and Fang has attended 
other American events before." He was “un- 
aware that anyone on the Chinese side ever 
officially expressed any displeasure about 
Fang's invitation." 

Bush did not raise the issue of human 
rights at any of his meetings with Chinese 
leaders, though he had been pressured to do 
so by members of Congress. Articles in the 
US press, including one by Fang himself, 
have accused the US of following a double 
standard on human rights in China and the 
Soviet Union. Human rights were discussed 
at a low-key meeting between Secretary of 
State James Baker and Chinese Foreign 
Minister Qian Qichen. 

Inviting Fang to the banquet was in- 
tended merely as a gesture. But Fang, who 
was expelled from the communist party for 
allegedly inciting student demonstrations in 
the winter of 1986-87, is not just an ordinary 
dissident. 

Su Shaozhi, former head of the Insti- 
tute of Marxism-Leninism-Mao Zedong 
Thought and playwright Wu Zuguang, both 
outspoken proponents of democratisation, 
were also invited to the banquet and at- 
tended without incident. Su and Wu were 
among the 33 intellectuals who signed a re- 
cent petition which — supporting an earlier 
letter from Fang — called for the release of 
Wei Jingsheng and other political pou 
in the country. 

But despite his sharp criticisms, Su re- 
mains "within the circle." He has called for 
radical reform of China's political system, 
but not its overthrow. Fang, on the other 
hand, has identified himself as an implacable 
foe of Marxism and the communist part y 
leadership itself. a 

Simply to be seated with Fang would be 
highly objectionable to many Chinese lead- 
ers. Beyond this, they apparently feared that 
Fang might have stood up and denounced 
them to their faces in front of the US presi- 
dent and the world, or asked them to apk ! 
why Wei remains in jail. us 

But for top leaders to boycott the Bu i 
dinner could have given dangerously wrong 
signals only two months before the Sino- 
Soviet summit. E. 











Intellectuals advocate strongman before democracy 


Little dragon model 


surprising and at times passionate de- 
. bate among China's reformist intellec- 
EN tuals over "neo-authoritarianism" has 
e surfaced in the media. The core argument of 
.the neo-authoritarian theory is that eco- 
< nomic liberalisation in the country can be 
«realised only through centralised political 
7 power. 
—. The combination of free-enterprise eco- 
. nomics and an ostensibly temporary period 
of benign autocracy is explicitly modelled 
on the recent developmental experience of 
- Asia's “little dragons" — South Korea, Sin- 
<- gapore, Taiwan. 
-... Economic take-off in these areas over the 
-past two decades took place under condi- 
_ tions of benign autocracy and strictly limited 
- political interference with the economy, 
. People's University PhD candidate Rong 
_ Jian argued in an article in Shanghai's World 
- Economic Herald on 5 December 1988. 
|... Such political and economic dualism, 
Rong wrote, will create the social conditions 
-needed for the existence and development of 
~ true democratic politics, which will eventu- 
ally lead to the transformation of autocratic 
- politics into democratic politics. 
|. Wu Jiaxiang, an associate researcher at 
the. investigations. department of the 
_ Chinése Communist Party Central Commit- 
tee, has defined neo-authoritarianism as au- 
_ tocratic authority which seeks to safeguard 
7? re freedom — specifically economic 
ae X: "Without the protection of individual 
. rights by a centralised autocratic power, de- 
centralisation means only the transfer of 
. power to intermediate social structures, not 
to ordinary citizens. Wu believes that a pow- 
rful new authority is needed to destroy the 
traditional old social structure and to enforce 
he separation of political power of officials 
from the market. 
 Wu's arguments, in particular, recall 
those of Liang Qichao, a survivor of the abor- 
e 1898 "Hundred Days" reform move- 
nent and one of the first theorists and advo- 
ates of democracy in China. By 1906, Liang 
had reached the conclusion that China 
jeeded an enlightened autocracy — dedi- 
‘ated to strengthening the nation and to the 
eds of the people, overseeing a gradual 
process of public education aimed at the 
eventual achievement of democratic socie- 























_ However, neo-authoritarianism not only 
stresses the leader, Wu added in his article, 
“it also stresses the decision-making group 


closely associated with the leader, [their] bril- 
liant analysis and resolute and decisive ac- 
tions, the strength to eliminate any and all 
obstacles and superior ability to adapt to 
change.” 

But the entire neo-authoritarian line is 
anathema to other reformist intellectuals, in- 
cluding both pro-democracy activists and lib- 
eral Marxists. 

Advocacy of “elite politics” and neglect- 
ing “rule by law” in favour of “rule by man” 
in the belief that economic modernisation 
can be divorced from political modernisation 
is a dangerous counter-reform peril, Marxist 
theorists Su Shaozhi and Wang Yizhou 
wrote in Theoretical News in December 1988. 

“The history of socialism has proved time 
and again that the greatest mistakes and 
abuses have arisen because of the lack of a 
self-regulating mechanism in economics and 
politics, the lack of a pluralist and checks- 
and-balances set-up, because an individual’s 
will is greater than the authority of the law 
[and] because society, when it encounters 
serious problems or crises, places its hopes 
on a great leader rather than correcting its 
own basic system.” 

The analogy between the experiences of 
the three little dragons and China is “forced 





and irrelevant,” Yu Haucheng, a former 
public security officer and now a legal re- 
searcher, wrote in the World Economie Herald 
on 6 February, = | , 
“What comparison can be duh be- 
tween the little dragons — all tree, externally 
oriented economies, tightly constrained by 
the international market . .. and China's vast 
commodity economy, which [remains] 
under tight and powerful political control?” 
Yu cited Marx's "18th Brumaire of Louis 
Bonaparte" to support his conclusion that 


neo-authoritarianism i is nothing more than 
"a return to feudalism." 

It is hardly coincidental that this debate 
overlaps in many ways earlier debates out- 
side China about "neo-Confucian" East 
Asian autocracies, and the arguments of 
neo-authoritarianism's partisans draw con- 
siderable strength from the reporting of re- 
cent moves towards political democratisa- 
tion in South Korea and Taiwan. 

But the terms of the current debate in 
China spring from very different concerns, 
and the sudden new appeal of neo-au- 
thoritarian thinking is at least partly an overt 
expression of anxiety over the prospects for 
succession after the passing of paramount 
Chinese leader Deng Xiaoping and a perva- 
sive feeling among many young intellectuals 
that General Secretary Zhao Ziyang will only 
bea transitional leader. 

Dai Qing, a reporter with the Guangming 
Daily, speaking in September 1988.at an 
academic forum commemorating the 90th 
anniversary of Japan's Meiji. Restoration, 
which set Japan on its modernisation course, 
openly argued that China’s current prob- 
lems of modernisation and reform calls for 
the emergence of a leader comparable to the 
political strongmen who ushered in East 
Asia's economic successes. i 

“It is impossible to believe that any real 
democratic reforms can take place in the near 
future,” a social scientist said. “Ten years 
ago, lots of people were yelling ‘democracy! 
'democracy" Fine, so what have you learned 
in the past 10 years? In China, now, demo- 
cracy can't even work within the small unit. 
How can it be applied to the whole country? I 
like democracy, just like I like the free mar- 
ket. But in both cases, I think it will take a 
strongman to get us there.” 

“We are a society ruled by a man, not by 
law,” another academic told the REVIEW. “It 
isn't right, but to get past this stage we need 
someone very strong and enlightened to 
lead us. The leaders of Zhao's generation 
only seek to postpone the social crisis, to 
manage the situation until their term is over. 
Our time-frame and our expectations are 
very different. We are preparing for the next 
century." 

As another intellectual told the Review: 
"The current crisis is a cauldron out of which 
anew leader will ariseby showing the people 
that heis capable. Intellectuals like me design 
the future. We must prepare different blue- 
prints and alternatives for him. We are very 
interested in some of these younger lead- 
ers. They're interested in us too." However, 
the interest in neo-authoritarianism seems 
largely limited to a relatively small circle of es- 
tablishment intellectuals, but some fear that 
the concept could draw support from 
ideologically conservative elements within 
the party. Not everyone who thinks China 
needs a strong leader would necessarily 
share the academic neo-authoritarians’ com- 
mitment to a liberal economic system, critics 
warn, i 





JAPAN 


Hiroluto's funeral as controversial as his life 


Arguing to the end 





Charles Charles Smith and Nigel Holloway 
in Tokyo 


he funeral of Emperor Hirohito in 
i Tokyo on 24 February provided an 


opportunity for the world to pay tri- 
bute to Japan’s importance as an economic 
power, as well as to honour the 20th cen- 
tury’s longest reigning monarch. 

Yet it may not have given the boost — 
either to Japan's national self-confidence, or 
to the political standing of Prime Minister 
Noboru Takeshita — the government was 
hoping for when it planned the funeral rites 
after Hirohito's death on 7 January. 

At least 60 heads of state were among the 
164 representatives of foreign governments 
who attended the four-hour rites held in 
near-freezing temperatures in Shinjuku 
Park, some 6 km from the city centre. A 
crowd of more than 500,000 turned out to 
line the route despite heavy rain, but the 
atmosphere was subdued and few people 
showed signs of any fervent emotion. 

Massive security precautions, designed 
to stop leftwing terrorist groups disrupting 
the ceremonies, may have helped to keep the 
mood sober. It contrasted with the 1927 fun- 
eral of Hirohito's father, Emperor Taisho, 
when crowds were uncontrollable and sev- 
eral people were trampled to death. 

Instead, television news programmes re- 
ported, many younger people took the op- 
portunity of the three-day weekend the fun- 
eral offered to leave Tokyo for ski or hot 
springs resorts. At the other end of the spec- 
trum, one man tried to commit suicide 
through ritual disembowelling and was re- 
ported to have said that he felt he had to "fol- 
low the emperor." 

Before and after the ceremonies, 
Takeshita and Foreign Minister Sosuke Uno 
held a series of bilateral meetings with visit- 
ing leaders. In most cases, the leaders of de- 
veloping countries were told only of Japan's 
determination to use its wealth to "contri- 
bute more to the world," but important aid 
commitments were made to at least two 
countries: President Jose Sarney of Brazil 
was promised loans of US$1 billion while 
Takeshita told Philippine President Corazon 
Aquino that Japan would cooperate with the 
US in launching a five-year, US$10 billion aid 
programme. 

Third-country diplomacy included a 
meeting between Indonesia’s President 
Suharto and Chinese Foreign Minister 
Qian Qichen at which the two men agreed to 
re-establish diplomatic relations which were 
laucleowm off 95 vears ago. Suharto and Aquino 





were among four Asean leaders who at- 
tended the funeral. 

Although the Foreign Ministry went out 
of its way to downplay the funeral as an op- 
portunity for summitry, the media gave 
prominence to meetings between US Presi- 
dent George Bush and French President 
Francois Mitterrand, as well as between Mit- 
terrand and Takeshita. Both meetings fo- 
cused on the agenda for the upcoming Paris 
summit of the OECD, the rich nations’ “club.” 

Funeral diplomacy offered Takeshita a 
welcome relief from being closely ques- 
tioned in parliament over the Recruit Cos- 
mos shares scandal, in which pre-listed 
shares of the company were offered to ruling 
party and other politicians in the knowledge 
that their price would rise. But Takeshita’s 
statement in parliament that it would be “up 
to historians” to decide whether Japan com- 
mitted aggression in World War II, took 
some gloss off the proceedings. Takeshita 
later retracted the statement at a specially ar- 
ranged meeting with Qian, who said he ac- 
cepted the retraction. 

Japan’s role in World War II was not the 
only minefield the government had to face. 
Controversy about whether or not to include 
traditional Shintoist rites in the funeral cere- 
mony led to the staging of two consecutive 
but nominally distinct events — the first, a 
full Shintoist ceremony for the imperial fam- 
ily, and the second a non-religious state cere- 
mony. The ceremonies were separated by an 
18-minute interval and were funded from 
separate parts of the national budget. De- 
spite this, many commentators accused the 
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Akihito and Empress Michiko. 


authorities of having glossed over the religi- 
ous issue. 

The past was also reflected in the foreign 
dignitaries at the funeral. Bush was a navy 
pilot in World War II and was shot down 
during a bombing raid on a Japanese military 
base in Chichijima island in 1944. A US sub- 
marine rescued him before he was captured 
and, a former Japanese army officer recently 
said, he could have been executed, as other 
captured pilots had been. 

Britain's Prince Philip was a first lieuten- 
ant on a British destroyer in the Pacific and 
witnessed the signing of the Japanese sur- 
render aboard the USS Missouri at Tokyo 
Bay in 1945. 

‘Kang Young Hoon, now prime minister 
of South Korea, was conscripted into the Ja- 
panese army in 1943 from the Manchurian 
college where he had been studying eco- 
nomics. He was one of many Koreans who 
were drafted, and was sent to a military 
academy at Sendai where he was commis- 
sioned as an officer five days after the Japan- 
ese surrender. 

Singapore’s Lee also had a close brush 
with death. Japanese occupying troops 
would often herd youths into trucks, take 
them away and execute them and when Lee 
was ordered into the trucks one day, he per- 
suaded the soldiers to allow him to go home 
to collect some belongings. He did not re- 
turn. But he later learned Japanese and ob- 
tained work as a translator in the then official 
Japanese newsagency, Domei. 

Indonesia’s President Suharto, who had 
been a sergeant in the Royal Netherlands In- 
dies Army when the Japanese occupied his 
native Java, joined the Japanese-sponsored 
Volunteer Army of Defenders of the Home- 
land, or PETA, in 1943 and rose to be company 
commander. PETA was dissolved at the end 
of the war, but many Japanese-trained offi- 
cers such as Suharto quickly rose to promi- 
nence in the Indonesian nationalist forces 
opposed to the return of the Dutch. 

Thai Prime Minister Chatichai Choonha- 
van was a lieutenant in the Thai army and 
fought against the French in Indochina in 
1940-41. There is no record of his involve- 
ment in combat after the war spread to the 
rest of the region and the Thai authorities of 
the time sided with the Japanese. 

The Cojuangco family of Corazon 
Aquino had a relatively benign experience 
under the Japanese. The family was allowed 
to carry on its agricultural business centred 
on the vast sugar plantation in Central 
Luzon. However, Benigno Aquino Sr — 
Corazon’s father-in-law — spent the war as 
secretary-general of Kalibapi, the only politi- 
cal party allowed under the occupation. Ac- 
cording to Filipino sources who remember 
the era, the Japanese military command and 
their puppet Filipino president Jose Laurel — 
father of current Vice-President Salvador 
Laurel — relied heavily on Aquino to 
mobilise support for the occupation govern- 
ment. E 
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Malaysian court upholds 
freedom of religion decision 


> On24 February, the Malaysian Supreme 
Court upheld a High Court decision of 
October 1988, ordering the release of Yeshua 
Jamaluddin, a Muslim convert to 
Christianity who had been detained under 
the Internal Security Act for a year, allegedly 
for propagating Christianity among Malay 
Muslims. Dismissing the government's 
appeal, the court ruled that unless a person's 
actions went beyond what could normally 
be regarded as professing and practising 
one's religion, constitutional guarantees 
regarding freedom of religion must be 
observed. 


Ethnic Taiwanese seek 
redress for 1947 massacre 


> Thousands of native Taiwanese backed 
by the opposition Democratic Progressive 
Party marched on the streets of Taipei, 
Taichung, Chiayi and other cities on 28 
February in memory of people killed by 
troops of the ruling Kuomintang 42 years ago 
for rioting against government repression 
and corruption in Taiwan. The 
demonstrators pressed for a formal apology 
from the government and compensation for 
up to 20,000 people estimated to have been 
slaughtered at the time. Meanwhile, in a 
major policy reversal, Chiayi city mayor 
Chang Po-ya has bowed to relatives’ 
demands for a monument honouring the 
victims, it was reported on 22 February. 


Singapore and Malaysian 
rights to be discussed 


> A conference on the "Rule of Law and 
Human Rights in Malaysia and Singapore" 
- will be held at the European Parliament in 
Brussels on9-10 March. Itis organised by the 
European Committee for Human Rights in 
Malaysia and Singapore and the Rainbow 
Group of the European Parliament. 
Malaysian and Singaporean lawyers 
involved in human-rights issues and 
representatives of detainees still being held 
without trial in Singapore and Malaysia 
under their respective internal security acts 
are expected to attend. 


Indonesian Government sued 
over environmental issue 

> The first civil litigation against the 
Indonesian Government opened ina Jakarta 
court on 27 February. The non-government 
environmental organisation, the Indonesia 
Environmental Forum, has filed a suit 
against the government for what the plaintiff 
alleges was the illegal issue of a business 
licence for a pulp and rayon plant in North 


Sumatra. The US$360 million plant, started 
in 1986, has been the focus of controversy 
over alleged pollution and destruction of the 
environment. Environmental groups have 
accused the government of disregarding the 
need for stricter pollution controls in the 
forest concession area of the plant's 
operations. The forum is represented by 
lawyers from the Indonesian Legal Aid 
Foundation. The trial was adjourned for a 
month. 


Hanoi opens first private 
college since 1954 

> Hanoi’s first private college since the 
communist party came to power in North 
Vietnam in 1954, opened in late February, 
the Vietnam News Agency announced. 
Thang Long College, which opened with a 
course in mathematics for 75 university 
students, appears to be a response to 
growing criticism about the deteriorating 
quality of state-run educational institutions. 
The party's recent economic and political 
reforms have encouraged citizens to set up 
private educational and health care facilities. 
Thenew private collegeis run by "professors 
well known at home and abroad" and will 
train students in several disciplines. 
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Taiwanese fish farmers 
riot over pollution 


> About 1,000 riot policemen were 
mobilised in Taiwan’s southern city of 
Kaohsiung on 22 February as 200 shrimp and 
fish farmers staged a new protest against the 
state-owned China Petroleum Corp. for 
polluting the water in their area. Demanding 
NT$7 billion (US$252.7 million) in 
compensation, the farmers were thwarted 
from laying a siege to the petroleum refinery 
plant. It was the second massive 
environmental protest since November 
1988, when 2,000 farmers seized a 
petrochemical plant in Linyuan for five days. 
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Aquino tries to make 
peace with congress 


» Philippine 
President Corazon 
Aquino met leaders of f 
the House of l 
Representatives and 
21 senators in separate 
sessions on 27-28 
February. The main 
issueinvolved was her 
recent veto of a 
congressional bill to set 
up an executive congress panel to advise 
on the handling of the Philippines’ US$28 
billion debt. The senate had overriden her 
veto, while the lower house allowed it to 
remain. Aquino gave both groups draft 
copies of a fresh executive order which 
incorporated most of the provisions in the 
vetoed bill but changed the name of the debt 
body from commission to council and 
ensured that she could appoint more 
members to the panel than those from the 
two houses. 





Aquino. 


Australian union president 

to enter national politics 

> Simon Crean, president of the Australian 
Council of Trade Unions (ACTU) and a man 
often described as a future prime minister, — . 
has declared his intention to enter - 
parliament. After months of speculation, 
Crean accepted a carefully stage-managed 
"draft" by fellow unionists to stand for a 
vacant safe Labor seat in Melbourne at the 
next general election. Prime Minister Bob 
Hawke — himself a former ACTU president 
— said Crean, the 40-year-old son of former 
treasurer Frank Crean, had the potential to 
become a future party leader. The comment 
was seen partly as alow blow at his impatient 
potential successor, Treasurer Paul Keating. 


Papua New Guinea seeks 
Australian security back-up 


»> The Papua New Guinea Government, 
still uneasy about the security situation after 
recent violent demonstrations by hundreds 
ofsoldiers overlow pay, has asked Australia 
if it would be ready to send troops to its 
former colony if requested. The subject was 
raised by Prime Minister Rabbie Namaliu — 
who faces a possible vote of no-confidence 
after defections from the government 
benches — in a telephone conversation 
initiated by his Australian counterpart Bob 
Hawke. Australian sources say Hawke 
made no firm commitment but was 
generally sympathetic and promised that 
any official request in an emergency would 
receive a very prompt response, taking all 
circumstances into account. 
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Dispute over US-Japan fighter flares again 


Technology tensions 


By Nigel Holloway in Tokyo 


ast-minute attempts in Washington to 
| block the proposed co-development 


of a fighter aircraft for the Japanese air 
force have surprised officials and arms mak- 
ers in Tokyo. Japan is continuing with its pre- 
parations to sign the first contract to begin 
design work on the experimental support 
fighter, code-named rsx. But though the US 
administration and congress are expected fi- 
nally to go ahead with the plan, the difficul- 
ties suggest that future military cooperation 
between the two countries could face further 
problems with the growth of American op- 
position to technology tranfers. 

While Washington debates the Fsx deal, 
the Japanese Government faces its first dead- 
line. The Finance Ministry has budgeted 
¥ 10.7 billion (US$84.92 million) for the fiscal 
year ending 31 March 1989 for the initial con- 
tract between the Japan Defence Agency 
(JDA) and the main contractor for the project, 
Mitsubishi Heavy Industry (MHI). If they do 
not sign an agreement before then, the 
money will remain unspent and the project 
will be set back — and possibly even killed. 

Because the contract is for the joint deve- 
lopment of the new aircraft with General 
Dynamics, the US manufacturer of the F16 
— on which Fsx will be based — the export of 
the technology to Japan must be approved 
by congress. The White House first must 
give formal notification of the deal to the 
legislature which then has 30 days in which 
to approve or reject the sale of the technical 
expertise to Japan. The deal was signed 
under a memorandum of understanding be- 
tween the two countries in June 1988. 

The US Defence Department intended to 
notify congress by the beginning of Feb- 
ruary, but the Commerce Department and 
US trade representative succeeded in per- 
suading the White House to review the 
whole project. US Secretary of State James 
Baker was asked by his counterpart Sosuke 
Uno in Tokyoin late February, to support the 
deal. An inter-agency report will be submit- 
ted by the National Security Council to Presi- 
dent George Bush on 10 March. 

The deal, therefore, does not have time to 
be cleared by congress before the end of 
March, unless Bush asks for earlier congres- 
sional approval. Japanese defence officials 
have indicated that a contract will be signed 
with MHI by 31 March. Their confidence 
stems from a recent visit to Washington by 
JDA Vice-Minister Seiki Nishihiro, who said 
on his return that he was convinced the pre- 
sidential review would favour of the deal. 


In Nishihiro's opinion, the US Commerce 
Department and the trade representative 
were concerned that they had been excluded 
from the deliberations that led to the original 
bilateral agreement and that as soon as they 
were told about the content of the discus- 
sions, they would be persuaded to go along 
with the project. 

However, this view might underesti- 
mate the rising tide of so-called "techno- 
nationalis" sentiment in Washington. A 
growing number of influential Americans 
believe that more technology has flowed to 
Japan from the US than the other way 
around and that tighter controls should be 
placed on the export of expertise from the 
US. If the imbalance is not corrected, they 
say, the erosion of the US' hi-tech lead over 
Japan will accelerate. To the techno- 
nationalists, FSX is the perfect issue to 
fight over, because it is seen as a model for 
future cooperation in military technology. 





Uno: seeking support in US. 


The fighter project, which aims to begin 
replacing Japan's home-grown Fls with a 
new aircraft from 1997, has been controver- 
sial since its outset several years ago. Origi- 
nally, the domestic arms manufacturers and 
certain departments within the JDA and the 
Ministry of International Trade and Indus- 
try, wanted Japan to develop a completely 
new aircraft on its own. They did not want 
Japan to be completely dependent on the US 
and hoped that a locally developed fighter 
would give the aerospace industry the fillip it 
needed to compete with the West. 

But Japan came under increasing pres- 
sure to opt for co-development with the US, 
which feared that a go-it-alone policy would 
eventually threaten its own aircraft manufac- 


dv 


turers by denying them access to Japanese 
technology developments. Some observers 
in Tokyo consider that the furore in early 
1987 over the sale of sophisticated Japanese 
machine tools to the Soviet Union, was 
timed by the US to undermine fatally the 
proponents of independent development of 
FSX. Even after an understanding on the 
fighter project was first announced in Oc- 
tober 1987, sparks continued to fly as the two 
sides bargained about the terms under 
which the two sides would share their exper- 
tise. 

US opponents of the agreement seized 
their opportunity at the end of 1988, during 
the presidential transition period when 
many of the senior officials in the Pentagon, 
including Frank Carlucci, the defence secret- 
ary, were moving to other jobs. Japan's still- 
massive trade surplus with the US provided 
the tinder. Much of the opposition has been 
led by Clyde Prestowitz, a former US trade 
negotiator and author of a bestseller which 
argues that the US allowed Japan to take over 
economic leadership. x 

His three-fold argument is: Japan should 
buy Fl6s "off the shelf" to cut the trade 
surplus; the US failed to consider the pro- 
ject’s long-term impact on American com- 
petitiveness, and the deal transfers expen- 
sive technology to Japan for little return. This 
indictment won support from officials in the 
Commerce Department and an influential 
group of congressmen, including Jesse 
Helms, the ranking Republican in the Senate 
Foreign Relations Committee. 

Supporters of the FSX agreement say Pre- 
stowitz and his group display a basic lack of 
understanding about the deal, which 
specifies for the first time how Japanese 
technology will flow to the US. The two 
pieces of Japanese technology the US is 
keenest to learn about are the construction of 
wings made of lightweight materials, and a 
miniaturised phased-array radar. In addi- 
tion, FSX proponents say, an off-the-shelf US 
fighter was never a serious option for an air- 
craft for the late 1990s. 

While the US was debating the issue, op- 
ponents of the deal within Japan were also 
speaking up. Former transport minister 
Shintaro Ishihara, a prominent rightwinger 
in the ruling Liberal Democratic Party, called 
on the government to forget about co-deve- 
lopment and immediately go it alone. On the 
other side of the spectrum, the Asahi Shimbun 
suggested in an editorial that there might be 
no need for the FSX and asked the govern- 
ment to reconsider the whole project. 

But even if the FSX gains congressional ap- 
proval sometime in April — and the betting 
is thatit will — the underlying issues will not 
disappear. Observers say that congress will 
begin this summer debating the US Defence 
Production Act. This is shaping up into a 
straight fight between the  techno- 
nationalists and those in favour of further 
international cooperation with Japan and 
others in the field of military technology. 849 
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Recruit scandal exposes pervasive role of money in politics 





3 By Charles Smithi ss Tage " 


apan's status . as an advanced nation 
with a claim to stand beside the West- 
ern democracies in the quality of its po- 
o. litical — as well as its economic — life, 
has been seriously dented by the endlessly 
> proliferating Recruit Cosmos stock-peddling 














- . The revelations of highly unethical, if not 
. actually illegal, share transactions by dozens 
of key political figures that have appeared al- 
. most daily since the scandal first hit the head- 
. lines last year, may yet provoke a first-class 
`- political crisis and force the premature resig- 
nation of Prime Minister Noboru Takeshita 
" — oneof whose own secretaries was named. 
C Atthe very least he may have to decide notto 
— seek re-election at the end of his first two- 
^. year term as party leader. 

(S... But Takeshita’s personal fate is no longer 
-the main issue, if it ever was. What Recruit 
_ has revealed is a crisis of leadership within 
__. theruling Liberal Democratic Party (LDP) and 
even in some opposition groups, stemming 
|. from the pervasive influence of “money poli- 
(s tics,” and the multi-seat constituency sys- 
Cc ftem, which forces candidates from the same 
c. party to run against each other rather than 
- +theopposition. The cure for this is likely toin- 
... volvea good deal more than the replacement 
of one discredited LDP leader by a colleague 
«With an equally doubtful background. 

|. According to Masayuki Fukuoka, of 

-Komazawa University in Tokyo, the LDP will 
lose its majority at the parliamentary upper 
"house election due in July unless it performs 
significantly better than in the recent 
“Fukuoka by-election where a staunchly con- 
-Servative group of voters gave a Japan 
Socialist Party (ISP) candidate a 200,000-vote 
-majority over the ruling party. 

.  Takeshita could try to head off disaster for 
. the party in the July poll by stepping down as 
¿party leader in May or June in favour of a 
¿caretaker cabinet headed by Masayoshi Itoh, 
one of the few remaining party elders who 
has managed to steer clear of Recruit affair. 
Alternatively he might choose to gamble ona 
“double election” to both houses of parlia- 
ent on the theory that simultaneous upper 
nd lower house polls are normally hard- 
r for the fragmented opposition parties to 
“do well in than for the LDP. 

. But a double election might land the rul- 
1g party in far worse trouble than it is in cur- 
ently, depriving the government of its 
- majority in both houses. In that event, coali- 
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tion with an opposition group, probably the 
centre Left Democratic Socialist Party (DSP), 
might be the only option. 

Almost the only scenario that is ruled out 
for Japanese politics within the next 12-18 
months, is the formation of a government 
headed by the main opposition party, the 
Marxist-oriented jsp under its charismatic 
chairwoman, Takako Doi. Successful as the 
jsp has been in pinning Takeshita to the wall 
over the Recruit affair, the socialists lack the 
political base needed to win a majority in par- 
liament. In addition, they are too confused 
about their own position on key issues like 
defence and the Japan-US security agree- 
ment, to have much chance of forming a co- 
alition with other opposition parties. 

A less advertised weakness of the JSP, 
and of small opposition groups like the DSP 
and the Komei (Clean Government) party, is 
their own involvement in share-peddling 
and other fund-raising transactions that 
are remarkably similar to Recruit. The jsp 
does not receive money, as the LDP does, 
from big business federations like the 
Keidanren (whose policy is to underwrite 


parties that support the free-enterprise sys- 


tem) but it has accepted funds from com- 


The rising tide 
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panies — ostensibly to pay for the rebuilding 
of the party headquarters in Tokyo's 
Nagatacho district. Considerably more sus- 
pect is the practice of payoffs from the LDP it- 
self to individual JSP members in return for 
“cooperation” in easing the passage of legis- 
lation through parliament. 

The JSP’s weakness in the matter of fund- 
raising has been accentuated by a decline in 
the flow of funds from organised labour, its 
traditional main source of cash. This reflects a 
decrease over the past decade in the propor- 
tion of Japanese workers enrolling in labour 
unions and a particularly sharp fall in the 
number of unionised workers in the public 
sector. 

The fact that both the LDP and the three 
non-communist opposition parties have 
been tarred with the Recruit brush or with in- 
volvement in other shady transactions, such 
as the early 1988 Meidenko scandal, is evi- 
dence, according to Kaoru Okano of Meiji 
University, that Japanese politics is ex- 
periencing a "moral crisis." He contrasted 
this to the party suffering from a personal 
scandal — as was the case in 1976 when 
former prime minister Kakuei Tanaka was 
arrested after he was found to have accepted 
a ¥500 million (US$3.96 million) "donation" 
from Lockheed Aircraft Corp. Other political 
analysts are inclined to see Recruit more in 
terms ofa warning that the system itself is de- 
fective. 


he Recruit affair, according to To- 
moaki Iwai of Tokiwa University, is 
an instance of a steady trend over 
the past eight years. Patterns have 
changed, from transparent funding of the 
ruling and other political parties in the form 
of lump sums given to party headquarters by 
groups of companies or trade unions, to 
small lot donations to individual politicians 
in return for favours. 

Iwai thinks Recruit's activities came to 
light because the company was peculiarly 
clumsy in the way it handled its donations, 
rather than because of anything unusual in 
the transactions themselves. The company 
actually boasted to journalists of its range of 
contacts in the political world and made a 
disastrous attempt to buy its way out of trou- 
ble when awkward questions started to be 
raised about its share transactions in late 
1988. Lack of "loyalty" by senior employ- 
ees may have been another reason why 
Recruit itself spilled many of the beans about 
its questionable relations with politicians. 





Other companies have been more dis- 
creet. But Iwai thinks that Recruit-type trans- 
actions, involving attempts to bribe politi- 
cians and bureaucrats in return for licences to 
enter new business fields or favourable ac- 
cess to public-works contracts, have become 
the norm in recent years. Whatever the pub- 
lic may feel about this, Iwai sees the trend to- 
wards strings-attached political donations as 
asign that the whole system of political fund- 
ing in Japan has come unstuck and needs to 
be reorganised. 

Osami Sagisaka, an official at the Minis- 
try of Home Affairs whose job includes 
monitoring the flow of political funds, agrees 
that the existing Political Funds 
Control Law, enacted in 1975 in 
the aftermath of the notorious 
1974 "money election" to the 
upper house of parliament, has 
not performed as intended. The 
law was meant to discourage 
lump-sum donations by big 
companies and to shift the em- 
phasis of political funds giving 
to private citizens, but has in- 
stead encouraged companies to 
give money in smaller lots to 
large numbers of individual 
politicians. 

Corrupt dealing of this kind 
is far harder to track down than 
large-scale bribery of the kind 
involved in the Lockheed bri- 
bery case, Iwai said. This is be- 
cause "everyone is doing it, so 
no one has an incentive to inform on his col- 
leagues." 

The first thing that needs to be done to re- 
store transparency to the political funding 
system, Sagisaka argues, is to lower, or pre- 
ferably abolish, the “floor level” below which 
individual donations do not have to be re- 
ported to the government. A lower floor 
level would prevent companies like Recruit 
from signing up dozens of private LDP politi- 
cians through annual subscriptions to sup- 
porter groups that fall just below the ¥1 mil- 
lion level at which contributions currently 
have to be reported to the government. 

However, the imposition of a "total" dec- 
laration system on all types of political fund- 
ing, might discourage individual donors and 
would certainly create an immense load on 
the bureaucracy. Furthermore, it might be- 
come even more difficult than at present to 
catch politicians who try to evade the sys- 
tem. 

Iwai, and most other private political 
commentators, seem to agree that the pre- 
sent law has turned out to be a leaky vessel 
which may even have encouraged some of 
the shadier types of fund-raising. But the no- 
tion that things can be set right just by intro- 
ducing another set of legal restraints is not 
taken seriously outside the Home Affairs 
Ministry. The fundamental problem under- 
lying the Recruit scandal is the extravagant 
cost of conducting politics in Japan — and the 


apparent impossibility of devising an elec- 
toral system which provides a better return 
on investment than the current “medium- 
sized" constituency system. 

Japanese general election campaigns, 
said Iwai, resemble US primaries — elimina- 
tion votes for presidential candidates — in 
the triviality of the issues which normally 
dominate campaigns at the local level and in 
the amounts of money which have to be 
handed out to keep voters happy. This is 
partly because of a long tradition dating back 
to pre-modern Japan which requires politi- 
cians to take a paternal interest in the indi- 
vidual welfare of constituents, not just of the 


community as a whole. A more important 
reason for the low standard of campaigning 
in Japanese elections may be the fact that the 
multi-seat election system in the lower house 
forces candidates from the same political 
party to run against each other instead of 
against the opposition. 


apan originally instituted multi-seat 
constituencies during World War II to 
prevent the strong labour movement 
from uniting behind a single Marxist- 
oriented party. The aim of splitting the Left 
was duly achieved, but the system has also 
served to encourage faction fighting within 
the LDP that is at least as bitter, at least at the 
constituency level, as struggles between the 
ruling party and the opposition. Factions, 
rather than the LDP itself, have the main say 


The party coffers 
Annual income ¥ billion 
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in picking election candidates and are likely 
to provide more of their campaign funds 
than party headquarters. 

The result, says Rei Shiratori of Tokai Uni- 
versity, is that more and more of the money 
that flows into the Japanese political system 
is being collected at the middle and lower 
echelons of the party hierarchy, rather than 
at the headquarters level where corporate 
“donors” are less likely to be able to twist the 
arms of recipients. Individual MPs also have 
to devote much of their time and effort trying 
to finance the cost of “staying alive” as a con- 
stituency MP — estimated at around ¥100 
million annually for a junior parliamentarian 
, and anything up to ¥500 mil- 
* lion for a minister. 

A switch to single-seat con- 
stituencies, on the model of Bri- 
tain or West Germany (where 
election to the federal parlia- 
ment is also based partly on 
proportional representation) 
would in theory cut out much of 
the grassroots corruption that 
exists in Japanese politics today. 
But Shiratori also believes that 
attempts to reform the system 
in the direction of single-seat 
constituencies could be politi- 
cally explosive. 

A straight switch to single 
constituencies, without the in- 
troduction of a proportional 
representation system to pro- 
vide balance, could decimate 

the opposition parties by splitting their vote 
— whereas the LDP would able to put a single 
candidate in each constituency. 

The radical impact that a single-seat con- 
stituency system would have on the balance 
of power in parliament explains why two 
earlier prime ministers, Ichiro Hatoyama in 
the late 1950s and Tanaka in 1972-73, were 
defeated ignominiously in attempts to intro- 
duce the system. Takeshita could be courting 
the same fate if he presses ahead with plans 
— as both he and LDP Secretary-General 
Shintaro Abe have hinted — to introduce an 
electoral reform bill some time after the 
July poll for the upper house of parlia- 
ment. | 

If radical reform of the electoral system is 
out of the question, Takeshita may be forced 
to tinker with it instead. A reduction in the 
number of seats in the lower house from 512 
to 511 before the next election, and perhaps 
to 471 (the number specified in a 40-year-old 
law governing the holding of national elec- 
tions) in the more distant future is another 
notion the prime minister seems to have in 
mind. 

Sooner or later, however, Takeshita or his 
successors may have to tackle seriously the 
problem of how Japan should conduct elec- 
tions. The alternative could be an accelerat- 
ing slide towards a system in which money, 
rather than voters, makes all the important 
decisions in the nation. z 







Uv own business most of the time," 


MPs time and money eaten up by local concerns 


Political rat race 


FE sahiko Mihara, a 41-year-old from 
- A Fukuoka prefecture in the southern 
— island of Kyushu who entered parlia- 
-. ment after the 1986 general election, be- 


= longs to one of Japan's privileged political 
. families, His father, Asao Mihara, is a close 


— friend of Prime Minister Noboru Takeshita 
.* anda former Japan Defence Agency director- 
.. general — equivalent to defence minister. 

- . Mihara himself is an up-and-coming 
.. member of Takeshita's intra-parliamentary 
~~ ruling Liberal Democratic Party (LDP) faction 


7 and secretary-general to the Utopia Politics 


py Study group — a club of young parliamenta- 


:- rians from all factions which studies ways of 


reforming the electoral system. Yet Mihara 
. daims that ' 'policymaking" plays almost no 
^. part in his life as a lower house member. His 
“main job is simply to hang on to the seat in 


x _ Fukuoka’s Number Five constituency he "in- 
xe herited" in 1986 when his father decided to- 
. retire from politics. 


(xc. The three opposition party MPs — from 
the Japan Socialist Party, Democratic 
Socialist Party and Komei Party — who also 
-.. hold seats in Fukuoka Number Twoare nota 
"serious worry for Mihara. "They mind their 
3 he said and, 
 inany case, appeal toa different type of voter 
* ^ from the LDP candidates. 

However, the other LDP MP, Taro Aso, is 


a serious threat. Aso belongs to the 
Miyazawa party faction and is a grandson of 
Shigeru Yoshida, the famous post-World 
War IE conservative leader. Mihara accuses 
him of continually trying to undermine his 
support in the northem half of the consti- 
tuency, his political power base. 

In order to fight off the incursions of his 
fellow LoP member, Mihara has to spend 
nearly all his time and most of the funds he 
can collect from supporters acting as a mid- 
dleman between his constituents and the 
central government in Tokyo. This includes 
submitting petitions to bureaucrats on behalf 
of local businessmen and steering central 
government-funded public-works projects 
in the general direction of Fukuoka. 

Mihara complains, however, that lobby- 
ing central-government bureaucrats is an 
uphill task for young MPs like himself. "My 
father only had to lift the phone to get some- 
thing done,” he told the REVIEW. “I have to 
go and bow to people and even then the suc- 
cess rate is about one in 10.” 

Job hunting in the private sector on behalf 
of constituents is another time-consuming 
job for young politicians, but Mihara notes 
that twisting the arms of admissions officers 
at private universities is a "declining indus- 
try." Young MPs used to spend much of 
their time channelling "donations" from 


constituents to private universities in Tokyo 
and arranging for the donors' children to re- 
ceive priority in entrance tests. Recently, the 
Education Ministry has clamped down on 
this type of transaction by withdrawing sub- 
sidies from some of the more corrupt private 
universities. 

Mihara's lobbying activities in Tokyo rep- 
resent only half of what he has to do to de- 
fend the turf in his Fukuoka constituency. 
An important part of his work within the 
constituency is attending weddings, funer- 
als, shrine openings and other ceremonial 
events. Donations on these occasions can 
run into millions of yen annually, not includ- 
ing gifts to high school baseball and rugby 
teams and to "mama-san" (housewives?) 
volleyball teams. Mihara says he gave 
*500,000 (US$3,970) to his old school's 
baseball team when it competed in the All- 
Japan Tournament in 1988 and Y300,000 to 
the rugby team on a similar occasion. 


part from the millions spent on dona- 
| tions, Mihara expects to lay out 


around ¥2.5 million on "tea and 
cakes" for meetings in the constituency and 
at least ¥4 million for publicity. None of 
these activities involve breaches of the public 
election laws — which only restrict spending 
in the period immediately before an election 
— butthey are all based on the principle that 
politicians should show their gratitude for 
being elected by doing favours to con- 
stituents, or face being considered arrogant. 
Opposition MPs can save on donations, 
and on lobbying in Tokyo, because they have 
secure political bases in the local labour 
movement or in the Soka Gakkai Buddhist 





z? ay the piper 


Ihe Recruit Cosmos. share-profiteering affair may have been a 
freak case of an over-ambitious entrepreneur stepping outside the 
tacitly agreed codes which are supposed to regulate relations be- 
.tween the business world and the country’s ruling élite of 
- bureaucrats and conservative politicians. However, more and 
~ more businessmen seem to agree that the system under which 
-- private companies contribute funds to the ruling Liberal Demo- 
-cratic Party (LDP) is itself defective. 













- funds to individual politicians in return for specific favours, in- 
stead of to the ruling party itself is one problem, says Natsuaki 
- Fusano, a managing director of the Keidanren, the most powerful 
association representing Japanese big business. 

-. Another problem is that LDP politicians have become adept in 
. thinking up ways of collecting funds that fall outside the scope of 
_ the Political Contributions Control Law, a measure introduced in 
71975 following the 1974 “Money Election" to the upper house of 
_ parliament engineered by former prime minister Kakuei Tanaka. 

* The 1975 law imposed ceilings on the value of the contribu- 
tions that private companies can make to political parties, using a 


The tendency for companies. to give increasing amounts of | 


sect, in the case of the Komei Party. 


sliding scale related to the value of the donor's capital. But the law 
failed to regulate purchases of tickets to fund-raising parties held 
by individual politicians or the sale of pre-listed shares in sub- 
sidiaries — the type of transaction which lay at the heart of the Re- 
cruit Cosmos affair. Both of these types of transactions have be- 
come far more popular in recent years. 

Fusano estimates that individual LDP politicians may be raising 
between ¥20 billion (US$1.6 million) and X30 billion a year 
through the sale of party tickets to private companies — a sum 
which exceeds the amount of "official" party income declared to 
government in 1987. Earnings from profits on the resale of pre- 
listed securities are impossible to estimate, but the recent relaxa- 
tion of the entry criteria to Tokyo's over-the-counter securities 


market has made it far easier for businessmen to pass money to 


politicians through capital gains on share transactions. 

Another problem that has cropped up during the past year or 
two, Keidanren sources say, is the proliferation of small-scale con- 
tributions by companies to the support groups of individual politi- 
cians. The 1975law imposes ceilings both on the amounts of funds 
which can be raised by such groups and on the sums that indi- 
vidual donors can contribute without declaring them. 

But the law does not limit the number of support groups a 
politician can establish, or attempt to keep track of contributions 
that are valued at less than ¥1 million a year. This may explain 
why many subscriptions to the support groups of individual 


Mihara estimates his total budget for 
"staying alive" as a young LDP parliamenta- 
rian at around ¥110 million a year, or about 
11 times his after-tax earnings as a national 
MP. The largest single item in the budget 
(38 million) is the cost of employing 18 sec- 
retaries in his two offices in Tokyo and 
Kitakyushu city, but air fares between Tokyo 
and Fukushima, and postal and telecom- 
munications charges also eat up funds. 

Subsidies from the government cover the 
salaries of two of the secretaries and one 
round trip a month by air between Tokyo 
and Fukuoka. In practice, Mihara says he 
needs to visit the constituency at least four 
times a month to keep in touch with his sup- 
porters. Journeys to and from Fukuoka can 
total as many as 10 a month when staff trips 
are included. 

A tax-free state subsidy of 750,000 a 
month helps to cover a politician’s “running 
costs,” such as mail and tele- 
communications. But there are 
still other costs that have to be 
met, such as the obligatory 
membership fees to the various 
parliamentary study groups 
and associations that an MP 
must join in order to stay in 
touch with fellow MPs; Mihara 
belongs to 80 such bodies. The 
end result is that a sum of 
around ¥90 million has to be 
raised each year from voluntary 
donations to keep the political 
machine of a single young MP 
running smoothly. 

Mihara says he gets around 
¥12 million a year from LDP 
headquarters and from his 


politicians which have come to light during investigations into the 
Recruit affair were for amounts of around ¥900,000 a year. 
Executives in charge of political funding at big private com- 
panies appear to agree with the Keidanren that the funding sys- 
tem has got out of control during the past few years, but some 
companies see this has being at least partly the faultof the Keidan- 
ren itself. The People's Politics Association (PPA), an organisation 
originally established in 1954 by Keidanren leaders to collect funds 
from member companies and channel them in the form of lump- 
sum donations to pro-business political parties such as the LDP, 
has lost some of its fund-gathering ability in recent years, a highly 


placed business source said. 


Thisis partly because thebig heavy-industry companies which 
use tobe the main donors have been facing hard times as the struc- 
ture of Japan's economy has changed. Another reason for the 
PPA's diminished effectiveness may have been a change in its top 


management. 


Until early 1988, the PPA was effectively run by Nihachiro 
Hanamura, a Keidanren director-general with more than two dec- 
ades of experience in political fund-gathering and with what one 
top executive calls a "direct line" to the the senior executives in big 
companies who decide the actual amounts to be paid out in politi- 
cal contributions. Hanamura's successors have lacked his pull, 
the same source said, so that PPA funding requests no longer elicit 


as much money as before. 


intra-party faction — one of the LDP’s richest. 
The bulk of the remainder comes from cor- 
porate subscriptions to "support groups" 
(around ¥32 million a year) or from one-off 
donations by private companies and indi- 
viduals (around X24 million). Some 300 pri- 
vate companies at present belong to Mihara 
supporter clubs, compared with 5,000 sub- 
scribers to groups organised by or on behalf 
of Takeshita. 

Throwing a party in a big Tokyo hotel, 
with tickets priced at 20,000 or ¥30,000 
each, is another way to collect funds, but 
Mihara reckons that a junior MP like himself 
can only hope to give such a party once every 
two years. Mihara's last party, in December 
1987, earned Y40 million, but half of this 
went on costs. In 1988, he had to shell out 
¥2.5 million on tickets to other politicians’ 
parties so as not to seem selfish. 

B Charles Smith 





Mihara; Matsumoto: constituency politics. 


politicians. 


JAPAN 3 


JCP criticises well-oiled 
system 


Cuts that will 
not hurt 


T he notion that Japan needs to get rid of 


its multi-seat constituency system in 

order to cut wasteful spending at elec- 
tion time and avoid suicidal battles between 
members of the same party is shared by 
members of all the main political groupings 
— except one. In the opinion of Zenmei Mat- 
sumoto, leader of the Japan Communist 
Party (JCP) in the lower house of 
parliament, the proposal for 
one seat per constituency is a 
ruling party plot. 

The introduction of small 
constituencies would enable 
the ruling Liberal Democratic 
Party (LDP) to win 80% of the 
seats in the lower house, Mat- 
sumoto estimates, because the 
anti-LDP vote would be split 
among the several opposition 
candidates competing for each 
seat. This would give the LDP 
the two-thirds majority of the 
lower house needed to amend 
the post-war peace constitution. 

Since it was formed in 1955, 
one of the LDP’s avowed aims 


The result has been that even established companies in tradi- 
tional industries may now be channelling less than half of their po- 
litical fund contributions through the Keidanren system. This has 
served to undermine the principle under which business funding 
for the LDP is supposed to “guarantee the continuation of a free- 
enterprise system” in general — rather than assist individual 


Companies which have been bypassing traditional funding 
channels claim to be as unhappy as the Keidanren about some of 
the means used by individual LDP politicians to accumulate cash. 
A major company which buys tickets for up to 150 fund-raising 


parties each year complains that the party system is both unfair 
and costly because money spenton the tickets cannot be deducted 
from income tax — unlike legitimate political contributions regu- 
lated by the 1975 law. The same man adds, however, that he feels 
obliged to support politicians from areas in which the company's 
plants are located or who show a special interest in its main busi- 
ness field. 

Tickets to the fund-raisers, which usually cost ¥*20-30,000 
each, are normally bought in bunches of 20 or more by the gen- 
eral-affairs departments of big companies, but the executives who 
buy them seldom bother to attend. One general-affairs manager 
ata major heavy-industry group said the smallest number of party 
tickets he has ever “had the nerve" to buy toa party thrown by an 
individual LDP politician is two. m Charles Smith 
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When you need to know 


what's going on in the world. 


When the Kremlin wants to find out 
what's really happening in the West, thev 
tune to the BBC World Service. 

They are only too aware of how 
accurate our news service is. 

(On more than one occasion we've 
been the first to tell the Russian people 
what is happening in their own backvard.) 

They know that every story that reaches 
us is checked for accuracy. 

A team of editors and translators make 
certain it's balanced and unbiased. 


of the hourly news bulletins. Or the five 
and a half hours of daily current affairs 
programmes. 

The BBC World 


mainly on short wave, 24 hours a day in 


Service broadcasts 
English and thirty-six other languages. 

If you want to find out how to pick it up 
or what you will find when you do, write 
to BBC World Service Publicity, Department 
FE, PO Box 76, Bush House, Strand, London 
WC2B 4PH. 


has been to amend the constitution to reduce 
the constraints on Japanese defence policy. 
LDP prime ministers, except Yasuhiro 
Nakasone, have downplayed the issue but 
Matsumoto claims that Prime Minister 
Noboru Takeshita is actually "carrying on 
from where Nakasone left off," despite his 
reticence on the issue. 

The government's campaign to cut the 
number of seats in the lower house from 512 
to 471, as specified in the Public Office Elec- 
tion Law, is only likely to succeed if single- 
seat constituencies are introduced at the 
same time — allowing the LDP to avoid the 
drastic laying off of sitting MPs that would re- 
sult froma straight cut in the number of exist- 
ing parliamentary seats. 

Matsumoto also claims that it is not true 
that a single-seat system would mean signi- 
ficant savings in election campaign expendi- 
ture. Elections to the present 25 single-seat 
constituencies in the upper house are just as 
wasteful as lower house elections because 
members of rival LDP factions lavish money 
as they vie to be nominated to stand. 

More notorious is the system whereby 
the LDP allocates places on its list of candi- 
dates for the upper house "national consti- 
tuency" where election is by proportional 
representation. 


portant to be ranked among the top 22 

names on the list because those listed 
below that usually fail to make it. In theory, 
the top places are allocated on the basis of 
how many party members an aspiring candi- 
date has managed to recruit — but Mat- 
sumoto claims that in practice it depends on 
how much money each candidate is willing 
to contribute to the party. 

Giving priority to candidates who have 
recruited the largest number of party mem- 
bers encourages what is in effect a thinly dis- 
guised form of bribery, because few ordinary 
people become card-holding members of the 
LDP unless someone offers to pay their sub- 
scriptions. 

The final reason why the introduction of 
multi-seat constituencies is not the key to 
cheaper politics, the JCP says, is that bigger 
sums of money change hands at the party's 
periodic leadership elections than at national 
elections. Party elections are not subject to 
the rules of the Public Office Election Law 
which means that no data is readily available 
on true election costs. 

Matsumoto, however, claims that the Re- 
cruit shares scandal — in which shares were 
offered to influential politicians in the know- 
ledge that a huge profit could be made when 
they were listed — might never have hap- 
pened if Nakasone had not thought of run- 
ning for a third term as LDP president in late 
1986. As the head of the ruling party, the LDP 
president also becomes the country's prime 
minister. 

Nakasone may have actually initiated the 
Reet affair hv asking the company's 


| n the case of the LDP, it can be vitally im- 





former chairman to help his faction raise 
funds through share-profiteering. To sup- 
port hisargument, Matsumotocitesan earlier 
share-peddling scandal, the Shokusan 
Jutaku affair of 1973, in which a former 
schoolmate of Nakasone was implicated. 

The Shokusan Jutaku affair also involved 
the acquisition of pre-listed shares. Members 
of the group were convicted of tax evasion 
and of having bribed officials of the Tokyo 
Stock Exchange to approve the listing. 
Nakasone himself was not indicted in the 
case but admitted to prosecutors that he had 
asked the company for a share of the profits 
earned from the listing. 

Matsumoto believes that the way to deal 
with the problem of political funding is to 
outlaw contributions to political parties by 
companies and all other groups or organisa- 
tions, leaving individuals as the only legiti- 
mate source of funds. The fact that corporate 
funding is already banned in the US suggests 
that a similar system should be possible in 
Japan, Matsumoto argues. 

But Matsumoto knows that the JCP is un- 





Nakasone; Doi: Recruit links. 


opposition parties such as the Japan Socialist 
Party (JSP) which depends heavily on labour 
union funding. In any case, he claims the JSP 
is shaky on the issue because it has allowed 
the LDP to contribute to its funds by buying 
tickets for its fund-raising parties. 

Matsumoto claims the LDP may also have 
leaked information to the press about the 
JsP's admittedly tenuous links with Recruit. 
A press report alleging that Recruit bought 
tickets to a fund-raising party held for the JSP 
chairman may have originated from the 
LDP, he claims. 

The JCP has not sold tickets to Recruit, 
Matsumoto says and has not followed other 
parties in lavishing money on its supporters 
in the form of wedding and funeral gifts orby 
endowing school baseball teams. 

The irony of the jCP's claim to be Japan's 
only honest political party is that it also hap- 
pens to be the richest. The party's annual in- 
come for 1987, as reported to the Home 
Affairs Ministry, totalled 26.2 billion 
(US$207.94 million), compared to the LDP’s 
reported income of ¥14.9 billion and the JsP's 
¥6.7 billion. The figures exclude money 


from fund-raising parties — a very lucrative 
source of income for the LDP in recent years, 
but even allowing for this the JCP can hardly 
pretend to be poor. 

The secret of its financial strength is the 
profitability of Akahata (Red Flag), the official 
party newspaper whose 800,000 daily circu- 
lation (rising to 3 million if the weekly edition 
is included) makes it Japan's eighth-largest 
daily newspaper. The key role played by 
Akahata in underwriting the JCP means that 
the party is almost as much of a publishing 
house as it is a political party, Matsumoto 
admits. He also agrees that the Jcr’s future 
may depend partly on how much impact the 
Recruit scandal has on Akahata’s circula- 
tion. 

The newspaper has carried a number of 
Recruit-related exclusives since the story 
broke in July 1988 and it was the JCP which 
unearthed the list of Recruit investors, in- 
cluding former finance minister Kiichi 
Miyazawa, whosubsequently had to resign. 

Matsumoto claims that fallout from Re- 
cruit may swing enough support for the JCP 
to overtake the Komei (Clean Government) 





party as Japan’s second-largest opposition 
group at the next general election — but 
there is the danger that this strategy might 
come unstuck. 

After the 1976 Lockheed bribery scandal, 
which seemed to offer the JCP the opportun- 
ity to strengthen its position in parliament, 
the LDP counter-attacked by reviving discus- 
sion of a pre-war scandal involving the al- 
leged death of a police informer while being 
questioned by a group of JCP leaders, includ- 
ing the party's present chairman, Kenji 
Miyamoto. The result was that the JCP lost 
heavily instead of gaining seats as it had 
hoped. 

Matsumoto feels that the LDP could use 
the death of Emperor Hirohito and the ad- 
vent of a new imperial dynasty to counter-at- 
tack at the next general election. But the em- 
peror issue could be a two-edged sword. Re- 
cent public opinion polls show the propor- 
tion of people who believed Hirohito was 
not responsible for World War II was only 
slightly larger than the number of those 
who believed he was responsible. 

u Charles Smith 
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OTHER COMPUTER COMPANIES ONLY TALK 
ABOUT ‘PERSON AL PERSONAL COMPUTING. 


Freestyle, the Personal Computer System 
vou already know how to use. 


Fe yle combines the speed of the personal computer with 
the simplicity of natural communication. It actually lets 
you imprint a screenful of information with your questions, 
comments and directives — written in your own hand and 
spoken in your own voice. And transmit them immediately to 
all the right people in your organisation either electronically 
or via facsimile. 

What’s more, Freestyle lets you do all this as easily as 
using a pencil, paper and telephone. The Freestyle system lets 
you review, comment and approve virtually all information 
on your PC screen just as clearly as you can in person — with 
handwritten or verbal comments. And just as quickly. 

The Freestyle stylus works just like an everyday pencil. 
And it's just as easy to use. Simply hold it in your hand and 
write on the Freestyle tablet. Instantly your handwritten 
notes, questions or signature appears as part of the Freestyle 
documents on your PC screen. 
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Personalized voice comments are easy. Just pick up the 
Freestyle handset or an ordinary telephone and talk. Or write 
while you speak, and Freestyle synchronizes your handwriting 
and voice. Then, with a touch of the stylus, you can send your 
Written and voice messages to anyone in your Freestyle address 
book. 

Freestyle runs on the Wang PC 200/300 Series of personal 
computers, as well as IBM PC/ATs and compatibles. And it's 
compatible with virtually all applications written for these 
systems. Which means Freestyle can work with such popular 
programs as Lotus 1-2-3, dBase or Wang's WP PLUS. 

Visit your local Wang office for your own personal 
introduction into the freestyle method of computing... you 
already know how to use it. 
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INDIA 


Bodo tribals in Assam press for a separate state 


Violent demands 


By Salamat Ali in New Delhi 


he recent success of violent agitation 

by Gorkhas in West Bengal, Mizos in 

Mizoram and rebels in Tripura state, 
has encouraged emulation by other Indian 
tribal groups. The latest tribal outburst to hit 
the headlines is that of the Bodos in Assam. 
With five days of violent protests in late Feb- 
ruary, the Bodos have jolted the state gov- 
ernment out of its earlier nonchalance over 
their low-key demands of several years. 

They are demanding a separate state of 
Bodoland comprising almost the entire area 
north of the Brahmaputra river in Assam, a 
state comprising the plains-dwelling As- 
samese and various hill tribes, including the 
Bodo. The state is currently ruled by the 
Assom Gono Parishad (Assam People's 
Party, or AGP), which took power in 1986 
elections following a deal struck the previous 
year with the central government to quell a 
drawn-out agitation by the Assamese 
against the influx of non-Assamese from 
neighbouring regions. The Bodos — the 
most backward of the various tribes — fear a 
loss of identity and submersion into the do- 
minant Assamese mainstream. 

Their demands were pressed 
through a five-day general strike 
ending on 21 February. According 
to Assam Home Minister Bhirgu 
Kumar Phukan, there were over 
two dozen murders plus attacks 
on police, bombings, arson, train 
derailings and looting. 

In response, New Delhi sent 
eight battalions of the Central 
Reserve Police Force, and also 
deployed the army in the af- 
fected areas to protect small 
groups opposed to the Bodo- 
land demand. The authorities 
also suspended trains and 
buses through the affected area, 
which provides the sole rail and 
bus link between northeastern In- 
dian states and the rest of the 
country. 

According to Assam police chief S. V. 
Subramaniam, the Bodoland militants used 
guerilla tactics and are now sheltering in the 
dense jungles around the affected areas 
along India’s border with Bhutan. They 
emerge unexpectedly to attack police parties 
and targets like road bridges and railway 
track. Intensive search operations in the 
jungles have so far failed to apprehend the 
rebels. 

Adding to the Assam government's 


worry was the Bodo agitators’ plan to follow 
up the just-concluded protest with a 175- 
hour strike beginning on 2 March and 
another 1,000-hour strike at a yet unspecified 
date. This is irrespective of the outcome of 
scheduled talks between the government 
and the Bodo leaders on 28 February. Intelli- 
gence agencies predict large-scale violence, 
possibly worse than the massacres and 
mayhem at the peak of the Assamese agita- 
tion in 1983 which eventually contributed to 
New Delhi's accord with the AGP. 

The AGP government opposes the ruling 
Congress party and believes the central gov- 
ernment may be devising a pretext to dismiss 
the state government by instigating the vio- 
lence. But AGP leaders have said they will 
meet violence with violence to prevent any 
division of Assam. 

The Bodos are equally adamant. Upendra 
Nath Brahma, leader of the All Bodo Stu- 
dents Union, which is spearheading the 
Bodoland movement, said: “We have set a 
1990 deadline for achieving Bodoland and 
about 600,000 Bodos are prepared to die for a 
separate homeland of their own." 

New Delhi has stated its support for the 





Gandhii in Assam: iieciabbnel demands. 


AGP government's resolve not to split Assam 
and is advising the government to negotiate 
a settlement with the Bodos. A deputation of 
the separatist movement's leaders to New 
Delhi on the eve of the recent strike was ad- 
vised by Indian Home Minister Buta Singh 
and Prime Minister Rajiv Gandhi to scale 
down the demand for a separate state to that 
for an autonomous district council on the 
lines of the recently created Gorkha- 
land Hill Council. 


But while the Bodo leaders insist they are 
not receiving any support from New Delhi, 
they also threaten that if the Assam govern- 
ment were to push them, they would de- 
mand its dismissal and direct rule from the 
centre over Assam — a common ploy exer- 
cised by Congress to discipline opposition- 
led states. And Assam Chief Minister 
Prafulla Kumar Mahanta, an outspoken op- 
ponent of Gandhi, is convinced that New 
Delhi is covertly supporting the agitation. He 
said: “The Congress leaders are directly sup- 
porting the Bodo agitators to destabilise our 
government. We have reports that the Con- 
gress is funding the agitation.” 

Brahma has acknowledged in an inter- 
view that the Bodo movement is inspired by 
violent ethnic movements elsewhere in 
India. “The central government agrees to 
negotiate with only those groups that show 
their force,” he said. “The signing of accords 
with the Mizo National Liberation Front, the 
Tripura National Volunteers and the Gorkha 
National Liberation Front, shows that New 
Delhi has approved the methods they em- 
ployed for their objectives. The Bodo people 
are forcing me to use militant tactics on the 
lines of the Gorkha front to force New Delhi 
to recognise our movement.” 

Although most of the Bodo demands are 
of long-standing, that for a separate state 
came after the AGP government took over. 
The demands stem from a fear of gradual 
loss of distinct tribal identity and submersion 
of their separate culture and language into 
the dominant Assamese mainstream. The 
AGP treats the Bodos and all other 
tribal groups as part of a greater 
Assamese society. But the Bodos’ 
major grievance is that, being the 
most backward of all the tribes- 
men in India’s northeast, they 
stand to suffer further under As- 
samese domination. 

Besides the call for a separate 
state, their demands include the 
inclusion of Bodo among recog- 
nised Indian national languages, 
and its immediate introduction as 
the official language in Bodo areas, 
an increase in the number of seats 
reserved for tribals in educational 
institutions and government ser- 
vice, the setting up of an agricul- 
tural university for Bodos, televi- 
sion and radio stations in Bodo 
areas and more housing grants for 
Bodos. 

They want the withdrawal of the rule re- 
quiring proficiency in Assamese language as 
a prerequisite to recruitment in state service. 
More importantly, the Bodos seek an 
amendment of the Assam accord signed be- 
tween New Delhi and the AGP that, among 
other things, provides for constitutional, 
legal and administrative safeguards to As- 
samese cultural, social and linguistic iden- 
tity. The Bodos would like these mA 
to apply to them as well. 


» 
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M vent the minority Malays becoming a 
. JA. majority in any electoral constituency, 
. the Singapore Government has fixed strict 
quotas for various ethnic communities in 
. some of its public housing estates. As about 
. 8676 of the population lives in the high-rise 
. public housing, the quotas will have far- 
. reaching political and social implications. 
^ The ethnic mix will be controlled at both 
- the neighbourhood as well as at the indi- 
|». vidual apartment-block level. The quota sys- 
. tem will affect the allocation of the govern- 
|." ment-controlled Housing Development 
_.. Board (HDB) flats from March, but though no 
| «. one will be asked to move from their present 
-= homes in order to satisfy the quota, people 
selling their flats may have to find buyers 
«(from a community decided by the govern- 
|o ment. e 
- ... National Development Minister S. 
^.^ Dhanabalan was at pains to emphasise in 
parliament on 16 February that all ethnic 
groups will be equally affected and that the 
-'' quotas were not aimed at any one group. In 
. . practice, however, they are bound to have a 
-. greater effect on the minority communities. 
~~ The quota to the Chinese, who make up 
76% of the population, is in the 80% range, 






... and for the Malays, who make up 15.1%, the 


© neighbourhood ceiling is 22% and for an 
apartment block, a maximum of 25%. 
| s. Observers note that government leaders, 
in particular First Deputy Prime Minister 
Goh Chok Tong, have complained that a dis- 
proportionate number of Malays voted for 
Opposition candidates in the September 
1988 general election. The Malays, who are 
largely Muslim, have not benefited propor- 
tionally from the republics economic pro- 
gress and have many social and economic 
grievances with regard to the government's 
blatant social engineering policies. 
-— In east coast constituencies, such as 
‘Bedok and Eunos where Malays constitute 
‘substantial minorities, opposition candi- 
‘dates did well in the last elections. Lawyer 
. Francis Seow, a leading government critic, 
*. polled 49.1% of the vote in Eunos, and the 
«^, opponents of Home Minister S. Jayakumar 
«polled 45.1% of the vote in Bedok. 
~~ Both constituencies are now regarded as 
. "having an ethnic “problem,” and Dhanaba- 
- lan told parliament "that if present trends 
= continue, the Malay proportion in Bedok will 
-reach 30% by 1991 and 40% in 10 years." 
^. Although the Malay dimension of the 
"housing quota question is not publicly com- 






















mented on by the government, Malay neigh- 
bourhoods figure prominently in the 
scheme. Of the 125 HDB neighbourhoods, 35 
have been classified as having ethnic concen- 
trations which pose problems, including 
Bedok, Geylang and Eunos, which have 
substantial Malay populations. 

The figures the government released to 
back its arguments relate only to the number 
of flats and not the number of people living in 
them, but in reply to a question from a Malay 
member of parliament, Dhanabalan admit- 
ted that the problem of ethnic concentration 
may be “more serious” than is apparent be- 
cause Malay family households are larger 
than those of the Indians and Chinese. 

The concern for family size is an old one. 
In the past, the government has released 
statistics showing that the Malays have the 
highest birth rate and the Chinese the lowest 
with the Indians in between. The Chinese, 
particularly the educated Chinese, have in 
recent years been urged to have more child- 
ren. 

Because no one will have to move from 
their present flats in this exercise, the govern- 
ment is hoping to implement the policy 
chiefly by controlling the ethnic group to 
which a current owner can resell his flat. 


_ "Any owner can resell his flat to someone. 


of his. own ethnic group,” said The Straits 


Times, the pro-establishment newspaper. 


"For example, Malays in a Malay enclave can 
still sell to Malays but a Chinese in a Malay 
enclave cannot sell to a Malay. The rationale 
is that the former transaction does not wor- 
sen the racial imbalance, whereas the latter 
will.” a 

As the Chinese constitute the majority of 
the buyers, one unintended effect of this po- 
licy seems to be that the small group of 
minority owners living in Chinese majority 
areas will have a tough time realising their 
capital gains when they sell their flats. Since 
many, though not all, Chinese majority 
areas are near the town and therefore are 
more desirable areas, the minority owner ofa 
flat in these areas will have fewer potential 
buyers among people of his own race. 

The government has said that it will buy 
back at the government-fixed posted price 
any flat an owner cannot sell on the open 
market, but as there can be up to a 30% dif- 
ferential between the posted price and the 
market price, this will be of little consolation 
to those minority owners who are affected. 

Some observers note that the latest legis- 
lation indirectly admits that there has been 
very little integration among the ethnic 
groups in Singapore despite nearly two dec- 






ades of public policies, including housing 
policies that supposedly promoted such 
integration. 

Before the public housing programme 
took off in the late 1960s, Singapore was filled 
with ethnic, largely self-contained kampungs 
(villages). Thereafter, the government seized 
the opportunity to mix the population and 
sold public housing with restriction clauses 
that required the first owners to retain them 
for a number of years before allowing them 
to resell. 

Now that period of restrictions is running 
out in many of the flats and the spontaneous 
tendency of the ethnic groups seems to be 
to regroup along their former kampung 
lines. 

So fearful is the government of these 
ethnic neighbourhoods that it is even setting 
quotas for each apartment block, lest a neigh- 
bourhood as a whole may look integrated on 
paper but actually consist of blocks in which 
various ethnic groups are concentrated. It is 
not even clear whether the policy will stop 
there. 

In the past, Prime Minister Lee Kuan Yew 
had already noted the tendency of the 
Malays to regroup in common floors by ex- 


Permitted racial mix 


changing places with their Chinese neigh- 


The HDB flats are allocated on a lottery sys- 
tem but the owners within a block can ex- 
change flats by mutual consent, Lee noted. 
Since the Chinese prefer to live on the higher 
floors, the Malays allocated higher floors 
were willing to exchange them with Chinese 
in order to live with fellow Malays, he 
said. 

Apart from the element of communal 
cohesiveness, there are more practical 
reasons why Malays prefer to live together. 
Being Muslims there are religious restrictions 
on food, and special foods are only available 
in neighbourhoods with Malay concentra- 
tions, whereas the Chinese have no religious 
prohibitions whatsoever on food. 

The Malays also prefer to live near mos- 
ques, which apart from being places of wor- 
ship are social centres. Malays do not prefer 
the government-built community centres 
that are effectively run by the ruling People's 
Action Party. The Chinese, on the other 
hand, prefer to live away from the mosques 
so as to avoid having to hear the dawn call to 
prayer. w 
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Army changes us story about assault on extremists 


The social factor 


By Michael Vatikiotis in Jakarta 


fierce debate has erupted over a 7 Feb- 
A ruary army assault on a village in 


southern Sumatra, with the govern- 
ment backing away from its original explana- 
tion that an Islamic extremist group was in- 
volved. Subsequent investigation of the inci- 
dent by independent sources has revealed a 
history of land disputes and social disloca- 
tion in the area which, rather than any deep- 
rooted religious fanaticism, is currently re- 
garded as the primary cause of the incident. 

Non-government sources claimed that 
around 100 people died when troops 
stormed the village at Talangsari, a small set- 
tlement in the Way Jepara sub-district of 
Lampung province. They said close to 160 
people were arrested — many from other 
areas around the province and some in Java 
— and that the casualties might have in- 
cluded women and children. Official figures 
for the numbers killed in the attack remain at 
27 and authorities said only 19 of what was 
described at the time as a Muslim extremist 
group, were arrested. The assault came the 
day after an army territorial officer was mur- 
dered, apparently by members of the group, 
while investigating its activities. 

In the week following the incident the 
government changed its original explanation 
that a Muslim extremist group had been un- 
covered. “It is probable the rioters were from 
leftwing or rightwing extremists or a combi- 
nation of both,” said armed forces com- 
mander, Gen. Try Sutrisno. 

Lampung province was chosen by the 
Dutch colonial leaders as the first recipient of 
settlers from Java under the earliest trans- 
migration programme. Subsequent resettle- 
ment of groups, including demobilised ser- 
vicemen after the war against the Dutch and 
suspected communist former detainees 
from the 1965 era, have contributed to the 
province's large Javanese population. If, as 
reports suggest, the majority of the 
Talangsari group were Javanese, itis unlikely 
they formed the core of a Muslim fundamen- 
talist group since most Javanese practise a 
nominal form of Islam. 

Incidents of social unrest in Lampung 
were reported in the mid-1960s following the 
introduction of a land law that disrupted 
traditional communal ownership of land. 
But the area’s current troubles are said to 
stem from more recent moves to clear squat- 
ters and their coffee plantations for re- 
forestation around an area of central Lam- 
pung district called Gunung Balak. Coffee 
gardens here were reportedly worsening 


water run-off and clogging irrigation works. 

Eviction from these smallholder com- 
munities began in the mid-1980s. Local villa- 
gers told researchers from a non-gov- 
ernmental organisation that after eviction 
they were granted rights to return to their 
gardens to harvest coffee. The most recent 
sweep occurred in November 1988, follow- 
ing which people are said to have moved 
down from Gunung Balak to new sites 6 km 
away — corresponding to the area in which 
the army mounted its February operation. 

The most recent unrest is now thought to 
have been ignited by the withdrawal of 
rights to collect coffee from Gunung Balak 
and suggestions that local officials were in- 
volved in preventing the villagers from re- 
turning to the area. The local territorial army 
officer, whose murder precipitated the army 
operation on 7 February, was also said to be 
unpopular among the community. 

Environment Minister Emil Salim said he 
had visited Gunung Balak before the inci- 
dent, and he ruled out any link between the 
Talangsari clash and the reforestation pro- 
ject. But independent sources said the area 
had recently been redesignated as the site for 
a privately owned cocoa estate. Land owner- 
ship and investment in Lampung is domi- 
nated by Jakarta business interests and there 
are so far unconfirmed reports that the de- 
velopers involved in the Talangsari area are 
key figures in the Jakarta establishment. 

Local ill-feeling about the situation is be- 
lieved to have been fuelled by the growth ofa 
messianic movement led by a charismatic 
figure reported to have declared himself a 
“just king.” Drawing on Islam and Javanese 
spiritualist themes, the man said to lead the 
community, Anwar, also known as Warsidi, 
is believed to have developed a following 
from among the dispirited community. 
Anwar was reported to have been killed in 
the army assault. 

Now that the Talangsari incident has as- 
sumed the characteristics of a local land dis- 
pute that got out of hand, this raises ques- 
tions about why the army initially sought to 
paint it as a Muslim extremist movement. 
Given the potentially more explosive reac- 
tion to Islamic radicalism on the national 
level, some analysts wondered why they did 
not adopt the safer option of projecting it as 
an isolated land dispute. 

The military authorities initially described 
the group as Muslim extremists, giving them 
the name Kommando Mujaheddin Fisabilil- 
lah (Command of the Warriors of Allah). 
Reliable reports said that the small mosque 
built by the settlers was called “Mujaheddin 


Fisabilillah" and that the authorities added 
"Kommando." Subsequently the authorities 
dropped the description and the name 
Movement To Subvert Order, was adopted 
instead. Sutrisno then went so far as to link 
the incident with a “communist comeback." 
"Using Islam as a facade they [communists] 
could use Muslims as their primary target in 
expanding their influence," he said in a 17 
February address to the Council of Ulema 
(Muslim teachers). 

Diplomatic observers, impressed by the 
swiftness and unprecedented openness 
with which the military originally handled 
news coverage of the incident, currently are 
less certain about what the army gained. 

On one level the military operation 
showed that the military's ability to respond 
to internal threats has not been affected by 
the abolition of special powers previously at 
its disposal under the Kopkamtib security 
umbrella. Kopkamtib was replaced by a new 
security coordinating body, Bakorstanas, in 
September 1988. 

The armed forces leadership has gone to 
some length to emphasise that the new body 





Captured alleged ‘extremists.’ 


incorporates the civilian authorities in its 
“coordinating role.” But diplomatic sources 
are becoming more convinced that the differ- 
ence between the two is cosmetic. 

For Sutrisno, it was the second time he 
has held a key position in a crisis. He was 
Jakarta garrison commander at the time of 
the Tanjung Priok riots in 1984 and was criti- 
cised at the time for not taking a tougher line. 
As a former South Sumatra regional com- 
mander in the early 1980s, Sutrisno was ina 
good position to assess the situation in Lam- 
pung. But by not visiting the scene until 
after the operation began, he apparently 
wanted to show the problem had been con- 
tained by the local commander. 

The harsh tactics employed by the mili- 
tary in Lampung have once again demon- 
strated the Indonesian army’s uncompro- 
mising approach to social disturbances. But 
the Lampung affair is taking longer than 
usual to dissipate because it occurred against 
a backdrop of rising concern about recent 
land disputes in Java, unemployment and 
the consequent potential for unrest. a 


II you are interested in China here's a 


double-barrelled offer you cannot 
afford to pass... 


The Almanac of China’s 
Foreign Economic 
Relations & Trade 
1988 


China's trade policies with 
the rest of the world have 
never offered more 
opportunities than they do 
today. The country represents 
an unprecedented potential — 
an expanding market equivalent 
to one quarter of mankind. And 
yet, data on this rapidly growing 
economy has, until recently, been 
scant and unreliable. 
Now, there is one book that 


The People's Republic of 


China Year-Book 1988/89 
The People’s Republic of 
China Year-Book 1988/89 is 
not only fascinating reading 
for those with social and cul- 
tural interests in China, but an 
essential reference for people 
with business dealings in the 
country. 


What is it? 
This annual volume with over 800 
pages singularly offers the most 
complete guide to every aspect of 
life within China available today. Its 

fully updated contents range from 
the people and culture to economics, 
finance, trade, politics, education, 

science and technology. Plus countless 
other subjects covered in precise detail. 

It is the culmination of thousands of 
hours in research invested by the New 
China News Ltd., professionals who 
know the country intimately. The result 
is a cyclopaedia of unparalleled insight 
and information. 


Who needs it? 

If you have any interests in China 

at all then you'll find the People's 
Republic of China Year-Book 1988/89 
to be an essential companion. And, 
because it is completely indexed, it is a 














NOW THESE TWO 

ESSENTIAL WORKS 
CAN BE YOURS 

AT A SAVING OF US$34.00 


Buy both of these informative books 
and you can save US$34.00 off their 
original combined price. Which means 
that for only US$145 you'll get: 

e Thousands of pages of detailed 
data examining the changing face of 
China. 

è Expositions, speeches and articles 
contributed by specialists, pertaining 






















businessman conducting dealings with 
China — The Almanac of China's 


What is it? 


contributed by leading scholars and 
specialists as well as representatives 


listings of potential joint-venture 


ard partners. 
particularly helpful reference for to the exciting market potential and i 
students, professors and people business opportunities available in Who needs it? 


conducting business in or with the country. 


China. 

e Hundreds of photographs and 
illustrations of interest. 

e Two systematic and valuable 
references for those with business 
dealings or academic interests in China. 


The People's Republic of China Year-Book 
1988/89 combined with The Almanac of 
China's Foreign Economic Relations 1988 


bring you all the information about China 
you'll ever need. 
Order your copies today. 
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A O Please send ... copy(s) of The 
People's Republic of China Year- 
Book 1988/89 for which I enclose 
US$100/HK$780 per copy. For 
surface mail delivery add 
US$6/HK$47, for airmail delivery 
add US$22/HK$170. 


BO Please send ... copy(s) of The 
Almanac of China’s Foreign 
Economic Relations & Trade 
1988 for which I enclose 
US$79/HK$615 per copy. For 
surface mail delivery add 
US$6/HK$47, for airmail 
delivery add US$22/HK$170. 


C O Please send ... copy(s) each of both 
The People's Republic of China 
Year-Book 1988/89 and The 
Almanac of China's Foreign 
Economic Relations & Trade 1988 
for which I enclose 
US$145/HK $1,131 per set. 

For surface mail delivery add 
US$12/HK$94, for airmail delivery 
RR? Mai. die TS od a al te Mid re the i ae ctf bita iet add US$44/HK$340. 
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J encapsulates every detail relevant to a 
Foreign Economic Relations & Trade. 


The Almanac records articles and data 


Publications Division, Review Publishing Company Ltd., GPO Box 160, Hong Kong. 









from China's Foreign Economic Relations 
and Trade Department. Its contents are 
extensive and detailed, systematically laid- 
out for ease of reference. It includes vital 
information to businessmen, such as trade 
policies and restrictions, and even offers 


The Almanac is absolutely vital to anyone 
thinking of, or already involved in, business 
relations with China. It is also a fascinating 
record of the changing face of China's trade 
policies. Not only is it one of the few books 
that offers an accurate view of China's 
economy but it is also the most up-to-date 
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Presidential contenders jostle to succeed Aquino 
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week may bea DER time in politics, 
AS in the Philippines the political 

scene is increasingly geared to a date 
three years away. In 1992, President Cora- 
zon Aquino has said she will stand down 
and her would-be successors already appear 
to be girding for the distant electoral fray. 

In a way, this can be taken as a token of 
Aquino’s success in stabilising her presi- 
dency after an initial shaky period when the 
wolves around her mistook her femininity 
and lack of political experience for frailty. 
Then, pundits were putting bets on how 
long she would last. Now, her political oppo- 
nents have to resort to hollow coup rumours 
while realistically counting the days to 1992. 

After the latest coup rumour, Aquino re- 
turned from emperor Hirohito's funeral in 
Tokyo on 25 February to a peaceful Manila to 
take part in celebrations to mark the third an- 
niversary of the "people power" uprising 
against Ferdinand Marcos, which swept her 
to power. Two noticeable absentees at the 
celebrations were her previous cohorts who 
have now become her most acerbic critics, 
and major contenders in the 1992 presiden- 
tial stakes. 

Vice-President Salvador Laurel, who 
campaigned with Aquinoin 1986, called fora 
boycott of the celebrations. Sen. Juan Ponce 
Enrile, one of the leaders of the 1986 revolt, 
also decided to spend the day elsewhere. 
Among the identified presidential contend- 
ers, the two are considered to be the most ag- 
gressive in hoping that Aquino does not de- 
cide to run again in 1992 — which, given her 
popularity and basically encouraging gov- 
ernment record, she might well do. 

Laurel quickly became disillusioned with 
Aquino because he was not allowed to share 
power. He has since broken with Aquino's 
government, while still retaining his position 
as vice-president. He has recently teamed up 
with Enrile — for the moment — witha view 
to rehabilitating Marcos’ old Nacionalista 
Party and moving against acommon political 
enemy: Aquino. 

Having criticised the Aquino govern- 
ment's alleged failures, Laurel called on 
Aquino in late 1988 to stand down and seek 
re-election. The move was typical of Laurel, 
because no one reacted and his credibility 
took a further nosedive. In February, Laurel 
travelled to Hawaii to see the ailing Marcos, 
and brought back to Manila a message for 
Aquino which the president refused to ac- 
C De move was seen by political analysts 

NES by Laurel to. win support 








1e power seekers 


among Marcos’ northern Luzon llocano 


clansmen, who can comprise a solid bloc of 
13% of the electorate in a presidential elec- 
tion. 

While Laurel’s political antics have fur- 
ther eroded his credibility, Enrile has been 
playing a shrewder, lower-profile game. En- 
rile still puts a great deal of stock in the fact 
that as the then defence secretary, his mutiny 
against Marcos was largely responsible for 
bringing Aquino to power. Shortly before 
the latest "people power" celebrations, he 
praised the courageous stance taken in the 
revolt by members of the Reform the Armed 
Forces of the Philippines Movement (RAM), 
which he led. 

The RAM group has since been in disarray, 
mainly because its leader — Col Gregorio 
Honasan — led an unsuccessful coup 
against the Aquino government in August 
1987. But Enrile has been careful to keep his 
image synonymous with the reformist cam- 
paign in the armed forces, which the RAM 
group and younger officers endorse. 

Like Laurel, Enrile has also pandered to 
the pro-Marcos Ilocano vote. He has urged 
the government to relent and let Marcos re- 
turn to the country. Rightly or wrongly, En- 
rile was identified with the failed August 
1987 coup, and is still considered to be a pow- 
erful contender for Aquino’s position, even 
though he only just scraped into the senate in 
the May 1987 election. 

Another presidential contender, who is 
recognised as being the closest to Aquino, is 
House of Representatives speaker Ramon 
Mitra. Unlike Enrile or Laurel, Mitra will 
need to be anointed by Aquino as her chosen 
successor, and this could prove problematic. 


He is eee T to EN M 

"The clamour for her to be the candidate [for 
re-election in 1992] could besostrong thatshe 
most likely will not be able to resist it," he told 
a gathering of foreign correspondents on 9 
February. In which case, Mitra would settle 
for the position of vice-president sources say. 

As president of the pro-Aquino Laban ng 
Demokratikong Pilipino (LDP) party, which 
dominates the house and has a substantial 
membership in the senate, Mitra is well 
placed to follow Aquino. But he does not 
have a national image — essential in person- 
ality-oriented Filipino politics — or even full 
control of his party, given the fact that 
Aquino’s well-trusted younger brother, Jose: 
Cojuangco, is the LDP'ssecretary-general. — 

He has also been accused of not being 
forceful enough in his potentially powerful. 
position as house speaker. There was a re- 
cent move to oust him from this position by: 
congressmen from his own party, reportedly 
because of his weakness and his obsession : 
with the 1992 presidency. E 

In the upper house, senate president 
Jovito Salonga is viewed as the strongest 
presidential contender, despite his age and 
ill health, which he readily admits inhibit his 
political career. Salonga certainly has a na- 
tional image as an honest, able politician. He 
topped not only the last senate poll, but also 
the two previous ones before Marcos de- 
clared martial law in 1972. 

He has refused to allow his Liberal Party 
to be involved in the formation of Aquino's 
LDP, and has since continued to build it up as 
an independent, though supportive, politi- 
cal force. He has told caucuses of his party, 
which has longstanding grassroots support 
nationwide, that he wants to see a party man 
as the next president. i 

If Aquino does run for re-election, 
Salonga is seen as the one candidate who 
would give her a good fight. If he declines to. 
run himself, the political focus will fall on 
another Liberal Party senator, Ernesto 
Maceda. Once Marcos’ executive secretary in 
the late 1960s and a former Aquino cabinet 
minister, Maceda is considered to be a come 
summate political opportunist. : 

Enter Defence Secretary Fidel Ramos, thé 
man whom all eyes are on as a frontrunner. 
for the 1992 presidential stakes. Ramos, a. 
quiet former armed forces chief of staff, wasa: 
co-leader with Enrile of the 1986 revolt and 
the man who put down subsequent coups 
against the government. His credentials 
with Aquino are impeccable, but he has no 
political party. : 

One favoured political scenario has it th 
if Aquino does indeed stand down, her pe 
tical clan will opt for Ramos rather than Mi 
as the man most likely to win an election ai 
guarantee that their interests are not wip 
out overnight. In this scenario, he would 
offered the presidential nomination by a co 
vention of the Lop, and thus immediately; 
quire the backing of a powerful E 
party. : 
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Wilson with Thatcher in London: ‘personal interest’ in Hongkong. 
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The government drags feet on joint declaration pledge 


Promises, promises 





By Philip Bowring in Hongkong 


hile the Hongkong Government is 
W worrying about how to stem the 

exit of local Chinese money and 
talent in the run-up to 1997, it is doing no- 
thing to give non-Chinese residents here the 
belief that they have a future in the territory. 
It has so far failed to repeal a blatantly racist 
definition of entitlement to permanent resi- 
dence and to deliver on a promise in the 1984 
Sino-British Joint Declaration on Hong- 
kong’s future to grant a right of abode in the 
territory to non-Chinese nationals. 

At present, anyone “wholly or partly of 
Chinese race” resident for seven years is enti- 
tled to permanent residence, regardless of 
nationality. The only non-partly Chinese 
with an automatic legal right to remain in the 
territory are those born here before 1 January 
1983. Some non-Chinese British citizens 
have, depending on where they were at the 
time of various changes in British and Hong- 
kong laws, a “right to land” in Hongkong, 
which is rather less than the “right of abode” 
to which permanent residents are entitled. 
No one else has any rights at all. 

Yet the 1984 Sino-British Joint Declara- 
tion promises the right of abode to all who 
are not Chinese nationals who “have ordi- 
narily resided in Hongkong for a continuous 
period of seven years or more and have 
taken Hongkong as their permanent resi- 
dence.” China, in agreement with Britain, 
has thus promised permanent rights for 


| non-Chinese and a non-racial definition of 
| what constitutes a Chinese. At least in 


theory, many people of Chinese descent 
from Southeast Asia and North America 


would not count as Chinese nationals and 
thus have no more rights than any other for- 
eigners if they have not established seven 
years' residence. 

Outgoing Director of Immigration Alan 
Carter admits Hongkong’s law will have to 
be changed to bring it into line with the joint 
declaration. But the government is dragging, 
its feet, claiming there is no need to hurry 
and no need for those currently without per- 
manent residence status to worry. But many 
of them are doing so, aware that much in the 
joint declaration has already been inter- 
preted to take away rights that were widely 
believed to have been promised back in 1984 
and that London has an appalling record of 
changing British nationality rules to suit poli- 
tical convenience. 

One explanation for the foot-dragging is 
that China may feel its permanent-residence 
promise was too generous and wants to 
delay any change in Hongkong law until the 
British can be persuaded to produce a suita- 
bly narrow definition of proof that a person 
has made Hongkong his permanent resi- 
dence. Hongkong Government sources 
deny this, saying that a simple declaration 
and modest evidence of residence would 
suffice. To which the critics, who include 
American and South Korean businessmen 
as well as long-term Indian and Filipino resi- 
dents, reply: If it is so easy, why not do it 
now? 

Meanwhile, those suspicious of China's 
intentions note Peking's open hostility to 
Portugal's promise not to back down on its 
commitment to give Portuguese passports to 
the 100,000 or so Macau residents entitled to 
them. a 
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Thatcher reviews policy towards the colony 


IA tar itta tar are rM Ir el AN Mur Qaa ng NY a VIENNA retro Ern tmi aate reti 


Minister Margaret 
Thatcher, whose government is com- 
ing under increasing criticism for its 

policy towards Hongkong, is taking a per- 
sonal interest in the colony's crisis of confi- 
dence in the run-up to 1997, when Hong- 
kong and the vast majority of its people will 
be returned to China as a "special adminis- 
trative region" (SAR) for 50 years. 

In a move said to have unsettled the 
Hongkong Government, Thatcher sum- 
moned Governor Sir David Wilson to Down- 
ing Street on 22 February for a one-hour ses- 
sion. The erosion of confidence in the terri- 
tory's immediate and post-1997 future, a 
worsening brain-drain problem and grow- 
ing demands that at least some of Hong- 
kong’s 5.5 million people be given full British 
citizenship before China's takeover were 
among topics discussed at the meeting. 

Wilson, who was in London to report to 
the Foreign Office, said he had requested the 
meeting with the prime minister. It is under- 
stood Wilson had to postpone a meeting 
with the House of Commons foreign affairs 
committee, which will soon hold an inquiry 
on Hongkong, to meet with Thatcher. 

Sources in Hongkong and London said 
Wilson may well have been grilled by 
Thatcher, whose government has been criti- 
cised in the British and international news 
media as too ready to sacrifice the interests of 
Hongkong/s people in return for commercial 
and political favours from Peking. 

A source said British civil servants feared 
that Thatcher might conclude that she "had 
been sold a pup" by her foreign-policy advis- 
ers and that the diplomatic triumph that 
marked the December 1984 Sino-British Joint 
Declaration on Hongkong’s future was de- 
generating into a fiasco. Should she reach 
such conclusions, the source said, Whitehall 
could suffer her fury should she seek to save 
face at the expense of the Foreign Office. 

When Wilson was appointed governor of 
Hongkong two years ago, following the 
death of then governor Sir Edward Youde, 
he presented to Thatcher an optimistic 
analysis of the territory's situation. Given the 
rush among many young Hongkong profes- 
sionals to emigrate before 1997 and the vilifi- 
cation of the British Government in the 
media, Thatcher may well have demanded 
to know if Wilson still stood by his earlier 
rosy assessment, the source said. 

Another issue of concern to Thatcher and 
an increasing number of British parliamenta- 
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democratic institutions in the territory. 
Hongkong’s recently published second draft 
Basic Law — a mini-constitution for the fu- 
ture SAR — proposes to postpone universal 
franchise elections for Hongkong's chief 


executive and to its legislative body until 15 


years after the Chinese takeover. 

Britain's failure to press for extensive 
democratic reform before 1997, as it pledged 
in a 1984 white paper, has been the primary 
target of criticism in the British press and 
from a growing number of British parliamen- 
tarians. These concerns led tothe parliamen- 
tary inquiry on the implementation of the 
Sino-British Joint Declaration and Britain's 
responsibility for Hongkong up to 1 July 1997 
— the day sovereignty reverts to China. 

Thatcher, in her meeting with Wilson, is 
said to have instructed the governor on how 
to deal with the foreign affairs committee. 
The Foreign Office is said to be concerned 
over the inquiry because the committee 
could publish a highly critical report embar- 
rassing to the government. 


Wilson met some members of the com- 
mittee. It. is understood he told the group 


that he did not want to appear before the 


committee in Hongkong because it would be 
"inappropriate" and would be seen as a loss 
of face for the chief executive to be cross- 
examined by a parliamentary committee. 
Meanwhile, on the issue of British nation- 
ality, Lord Woodrow Wyatt wrote an article 
in The Times on 31 January urging the British 
Government to grant Hongkong Chinese > 
full British nationality. Citing British Foreign 
Secretary Sir Geoffrey Howe’s earlier asser- — 
tion that Peking would honour the Sino- - 
British Joint Declaration, Wyatt said that, if. : 
that is the case, Britain should have nothing... 
to fear in issuing passports to Hongkong 
Chinese that would grant them the rightof 
abode in Britain and in other EC countries. 
London has so far refused to issue such 
passports for fear that millions of Hongkong — 
Chinese might descend on Britainshould the: 
Chinese fail to honour the joint declaration. 
The only thing Wilson revealed about his 
discussions with Thatcher was that Britain 
will accept 1,000 more Vietnamese refugees 
from Hongkong without condition in the _ 
coming year. At present, it accepts about 250° 
a year. Wilson tried to get London's endorse- 
ment for forceful repatriation of those ref 
ugees arriving in Hongkong from Vietnam 
who are deemed "economic" rather than 
"political" refugees. & 





TAIWAN 


Prosecutor takes on supertor in corruption case 





aiwan's judicial establishment has 
| been shaken up by a Hsinchu district 
prosecutor, Kao Hsin-wu. In early 
January, the softly spoken 39-year-old chal- 
lenged the conventional cynicism about ram- 
pant corruption in the judicial process, by in- 
dicting his own ethics supervisor, Wu Tien- 
hui, and jailing Su Kang, the official’s lawyer 
wife, for accepting bribes. 

Wu is director of the Judicial Yuan's 4th 
Department, in charge of prosecuting cor- 
ruption in the civil service, while his wife is a 
well-known criminal lawyer. Also awaiting 
trial are Chan Ming-chung, a Hsinchu city 
government official and Chen Chin-fa, a 
local architect, who are accused of making 
payoffs to the couple in order to get lighter 
court sentences after they were jailed for il- 
legally authorising the use of a building un- 
safe for occupation. 

- Su and Wu have been charged with ac- 
cepting NT$700,000 (US$25,362) from Chan 
and Chen. and Wu for trying to put pressure 





hearings, which began on 2] February, have. 
drawn keen attention from all corners of 
Taiwan society. CE 
The origins of the case go back to May: 
1988, when, according to local press reports, . 
Wu called prosecutor Chen on behalf of his - 
wife three times to try and enlist his help in — 
getting lighter sentences for her two clients. 3 
The Hsinchu district court in November ac- 
quitted Chan and sentenced Chen Chin-fat 
one year in jail, subsequently reduced by ha 
under an amnesty honouring presiden 
Chiang Ching-kuo, who died in Januar 
1988. 
Prosecution sources said that the ver 
dicts, though disputed by some as bein 
lighter than usual, had been handed dow 
by the court without intervention from pn 
secutor Chen. ze 
The issue came to light when, after th 
verdicts, Wu made further phone calls t 

















fering him NT$300,000 for agreeing ‘to go 
along with the sentences and not dispute 
them at the higher court, sources close to the 
case said. 

In Taiwan's corruption-riddled judiciary, 
this was by no means an unusual approach, 
encouraged both by poor judicial salaries 
and opportunities for tampering with justice 

offered by the strong supervisory role of the 
Judicial Yuan. 
- What was not typical was Chen's rejec- 
.tion of the money with a warning that Su 
‘should hand back the bribe to her clients. In 
‘addition, Wu's numerous phone calls placed 
such psychological pressure on Chen that he 
'spilt the story to his colleague Kao, who re- 
solved to prosecute Wu and Su. On 11 Janu- 
cary, he had them moved from Taipeito Hsin- 
-chu for rigorous questioning. An indictment 
“was then promptly served against all four, 
-but only Su was jailed. | 
.. Itwasthefirsttimeeverthatalower-rank- 
ig prosecutor had indicted his own 
superior, and Kao told the REVIEW many pro- 
.Secutors faced a dilemma over protecting 


ereupe SUDO OTUs. it Was diS6 a Suiadal 


move in the traditional milieu of Taiwan's 
professional and social culture. Wu and Su 
were not only his class seniors at the élite law 
college of National Taiwan University (NTU), 
but Wu in particular commanded unparal- 
leled clout. 

In a country where seniority takes prece- 
dence over integrity and competence, Kao's 
rebellion sealed his future and, in what is 
seen as a pre-emptive move, has announced 
he will retire from law enforcement once the 
trial is over. He plans to get out of law prac- 
tice altogether in favour of "doing some so- 
cial work to promote awareness of the need 
for change." 

However, inanunprecedented move, re- 
flecting the change in political atmosphere in 
Taiwan following Chiang's death, an embar- 
rassed Judicial Yuan transferred Wu to a 
desk job. 

Kao's solid establishment credentials 
amplified the repercussions of his action. As 
well as his NTU education, Kao in his early 
youth had joined the ruling Kuomintang. As 
one of six children of a military family from 





SOUTH KOREA 


Secret session with the North holds out hope 


Softly does it 


ibéeeeianeran rere saa ana ain tama tSt utet ite aA v enti rere ty v ne enm nea ——————————— 


D By: John McBeth in Seoul 


vy everal weeks before the end of his 
v S assignment, Rear-Adm. William 
D Pendley tried an experiment no other 
-. senior UN delegate to the Military Armistice 
_ Commission (MAC) had attempted: he called 
a secret MAC meeting on 17 January with the 
-North Korean-Chinese side to see what 
-would happen away from the glare of the in- 
























ternational press. 

Pendley deliberately did not take with 
him any prepared notes, hoping that by 
doing so he could induce an exchange free of 
the posturing and the tough rhetoric that had 
characterised all previous 444 MAC meetings 
. Since they began 36 years ago in the truce vil- 
ge of Panmunjom. 

- As he might have expected, the closed- 
oor session did not produce anything startl- 
ig and ended with newly appointed North 
‘Korean chief delegate Maj.-Gen. Choe Ui 
Ung lashing out at the annual US-South 
orea Team Spirit military exercise — as 
yongyang has now done for years. 

-But sources who were there say there was 
litle more flexibility in the North's ap- 
roach and at times Choe was encouraged to 
bandon his notes and talk directly to 
endley. "I wanted to establish a forum to 
iscuss tension-reducing measures," the 
dmiral explained in a later interview. 


"It wasn't successful, but it was worth- 


while." 


Pendley believes the MAC meetings | are 


important in eliminating the potential for 
what he calls "a horrible miscalculation" that 
could lead to war on the Korean peninsula. 


At the same time, however, he is convinced 


little will be achieved while the world looks 
on. "I don't feel the public forum is the prop- 
er place in which you make progress," he 
said. "It allows both sides to posture for the 
media. If there is going to be progress, it is 
going to be done quietly." 

Pendley says the same applies to the con- 
tinuing North-South dialogue, which he 
feels will reach a point in the next two to three 
months where Pyongyang will either have to 
show it has made a decision to move forward 
on a wide range of issues or admit it has been 
using the talks as a manipulative device all 
along. "Personally, I think you'll see some 
answers in the next few months,” he said. 
“The Korean people want that, and they 
want it very much, so the momentum is 
there.” 

In his view and that of many other ana- 
lysts, North Korea is in a dilemma which is 
complicated by communist leader Kim Il 
Sung’s pending handover of power to his er- 
ratic son, Kim Jong Il. "In order to move for- 
ward,” he said, “they have to open up. And 
if they do that, they have to admit to some 


the mainland, he belonged to the politically 
trusted class. 

Liu Hsueh-kuei, the chief Hsinchu dis- 
trict prosecutor, declared Kao was too “im- 
pulsive" to handle the case and demanded 
that it be turned over to some other pro- 
secutor. 

But while his superiors were appalled at 
his betrayal, Kao has become a media hero. 
Young prosecutors chafing under the exist- 
ing system came and comforted him. Letters 
and phone calls poured in from the public, 
thanking him and asking him not to buckle : 
under the pressure. 

“Had it not been for this public support, 
in the worst situation, I might have gone to 
jail or at least [been] removed from [my] 
post,” he said. But most of the support, Kao 
said, came from his devoutly Buddhist wife 
and mother. 

“Letters and phone calls show people liv- 
ing under this unhealthy [judiciary] system 
want changes," he said, but added that re- 
form did not necessarily depend on "one 
man's heroism but on a healthy system it- 
self." a 


failure of the system. i snot going tobe easy 
forthem.” 

While he agrees s that Kim Jong 1 “is no 
Zhao Enlai,” Pendley says he still believes 
the brightest hope for the future of socialist 
nations is the acceleration in change as one 
generation passes from the scene. In North 
Korea, that process may take a lot longer, 
largely because of the regime’s need to con- 
trol its population and pursue its radical self- 
reliance policy. 

- Pendley believes the North postponed 
the eighth round of North-South parliamen- 
tary talks because the two sides were on the 
verge of an agreement and Pyongyang could 
not bring itself to take the final step — for 
now at least. Referring to the last period of 
sustained North-South contacts, he noted: 
"In 1986 they were getting close to the point 
where they would have had to open up, but 
they found a good excuse [Team Spirit] to cut 
off the talks.” - 

While the two Koreas talk, the MAC will 
continue to enforce the armistice signed at 
the end of the 1950-53 Korean War. Panmun- 
jom itself may always retain a certain eerie 
atmosphere, but despite the sometimes 
strong language, the cross-table exchanges 
have clearly had some impact. Border inci- 
dents in the past three years have been con- 
fined to the accidental discharge of weapons 
and the meetings themselves are more re- 
laxed than they have ever been. 

Pendley acknowledges a certain attrac- 
tion to theidea of aSouth Korean general tak- 
ing over the senior delegate's job which has 
always been filled by an American officer. “It 
would be deflating the ridiculous arguments 
that South Korea is a puppet of the US," he 
said. "It's a stupid argument, but it shows 
they [the North] are frozen in time." a 
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Traveller s Tales 


nostalgic note for the recently cele- 
brated Lunar New Year of the 
Snake: Miss Wan Fung-ling of Sha- 
tin, Hongkong, wrote last year to a 
local English-language newspaper fondly 
recalling the careers of her grandfather and 
father as cooks in the merchant navy. Back in 
1940, her grandfather's ship was torpedoed 
just outside Liverpool, and as a result found 
himself under the captaincy of "Opportun- 
it" Knox whose favourite pudding was 
"Board of Trade Treacle Duff." 

Grandfather passed on the recipe for the 
duff, which became the favourite family treat 
at Lunar New Year — until the beginning of 
the Year of the Dragon in 1988, when her 
father was shocked to find that he could not 
buy Tate and Lyle's Golden Syrup (which, 
confusingly, was the chief ingredient of the 
treacle duff) and demanded to know 
whether the bottled variety was permissible. 

When I recorded this poignant plea 
(REVIEW, 24 Nov. '88), lasked if anyone knew 
the traditional recipe. I finally had a re- 
sponse, from Christopher Wright, a ship- 
ping consultant in Toronto. He has a friend 
who used to be a cook on a New Zealand 
shipping line, who provides the following 
recipe (I only regret that we could not publish 
it in time to sweeten other Lunar New Year 
parties): 





INGREDIENTS 
4lb Flour 
1lb Margarine 
llb Sugar 
4oz Baking Powder 
1lb Golden Syrup (Treacle) 
1-2lb Cold water 

METHOD 


| 1. Rubmargarine into flour until like breadcrumbs 
| 2. Add sugar and baking powder 


3. Moisten with sufficient cold water to make a soft 
dough 


| 4. Lightly warm syrup and coat sides of a bowl, 
| pour remainder into base of bowl 
|. 5. Add soft dough on top of treacle 


| 6. Cover with greaseproof paper and secure with 


string 


| 7. Steam at 5lb psi pressure for 90 minutes until 


mixture is well risen and firm 
8. Turn out onto dish and serve immediately with 
custard sauce 


Serves 24-30. Treacle can be substituted by red 
jam; currents can be added. 

My only doubt is that such amounts 
could serve up to 30 hungry sailors. And I 
should add a cautionary note from the cook 


| himself: the duff has to be eaten within 20 


minutes, otherwise it is best used for deck 
caulking or hull repairs. 


One of the tourist sights of Hongkong is 
the old man who, for as many years as I can 
remember, sits on the pavement near the 
junction between Salisbury and Hankow 
Roads, Tsimshatsui, who makes marvellous 
grasshoppers out of bamboo leaves. A friend 
sent me the text of the (equally delightful) 
flyer which the sculptor, Chan Chong-chi, 
distributes: 





DON'T OVERLOOK 
The grasshopper can be: 
— washed by powder; 
— ironed when it becomes dry; 
— packed into suit case without damaging it; 
— of different colours. 

It changes according to your own luck, for 
instance, in Hong Kong, there are only two 
of many persons have their grasshoppers 
changed into eight colours naturally and 
then back to its natural colour. 


How to preserve it for years: 

— paintin white at base and then in green; or 
— dip it into oil and then dry; or 

— dip it into melten wax. 

One or more of the above mentioned pre- 
servations, no more care is needed then. 
Whenever it wrinkles, put it into water for a 
period of overnight, three days or a week. 


The materials is: 

It is called Regrow Grass (bamboo) which 
can only find in Yunan of China. This pre- 
cious grass is very flexible and strong but 
smooth. Great effort is needed as wellas high 
technique is necessary to weave one. 


The craftsman: 

Mr Chan Chong-chi is not only a 
craftman but a Taoist. He was left in a rub- 
bish bin after born. His teacher who is a 
Taoist of a Royal family picked him up and 
took him to Yunan, lived in a cave. There, he 
learned Chinese medicine fortune telling, 
and this craftmanship. One day, he was 
asked whether he wanted to meet his par- 
ents. He chose his way and this is why he is 
here now. 


His craftmenship: 

Besides making grasshopper, he can 
make many different animals and in differ- 
ent styles. You cannot learn all from him 
within 10 years. He is willing to teach anyone 
freely. The government want to preserve 





this kind of handcraft, he thus has been here, 
in this stall, since 1946. 

REMEMBER, IT IS NOT FORSALEIN OLD CHINA. SO, 
IT IS YOUR LUCK THAT YOU CAN BUT IT NOW! 


The art forms of graffiti, bumper stickers 
and lapel buttons are alive and well in the 
US, and I reproduce one of the latest, pro- 
duced to mark the inauguration. Note the 
slogan: “From George to George.” This 
seems to be a blatant attempt to imbue the 
embryonic Bush presidency with premature 
historical significance by linking his name 
with that of the nation’s founder: 


JAN. "T 1989 


The George/George slogan has a dying 
fall, a sense of finality as if the wheel has 
come full circle. And, up must pop the irreve- 
rent question: "Would the second George 
tell a lie?” Assuming, that is, he would have 
the chutzpah to chop down a cherry tree in 
the first place. 


In fact, chopping cherry trees down 
would be almost a sedentary occupation 
compared with the post-election efforts by 
Bush, presumably on the advice of his aides, 
to acquire a more macho image — being 
filmed angling for bone fish in the Florida 
surf. I wonder what his aides had to say 
about another of his favourite sports, shoot- 
ing quail? The Jakarta Post had some doubt (or 
so it appeared to reader Ester Natividad) for 
when printing a UPI story, it gave the bird a 
capital letter: 


WASHINGTON (UPI): Af- 
ter eight long years of unre- 
mitting warfare with the 
Reagan Administration, en- 
vironmentalists are hoping 
George Bush — Quail hunter, 
sport fisherman and defender 
of Boston Harbor — is sincere 
about his “kinder, gentler” 
promises to protect the out- 
doors. 


JUST THE TIP OF X 
THE ICEBERG 8550 coe... cineri the world: Constanty r ae oe 
force winds sweep down upon the ice of Hercules has been used for a multitude of 


McMurdo Sound from the Transantarctic missions configured as everything from 
Mountains. And a C-130 Hercules airlifter, freighters and gunships to ambulances and 





equipped with an unusual ski-and-wheel fire-fighting tankers. 

System, routinely departs after unloading What extraordinary accomplishment 
tons of equipment and supplies to Americas will this incredible workhorse achieve next? 
most remote Naval base. What have you got? 


But that's just the tip of the iceberg. 
Because in the past 30 years, the mighty -TrLockheed 


Hercules has consistently proven itself to Aeronautical Systems Company 
be the most versatile, adaptable and durable Giving shape to imagination. 
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Japan, US argue, but passenger demand surges 


Overloaded by success 





By Michael Westlake in Hongkong 


egulatory wrangling, air safety, airport security and the 
need for new airport facilities and new aircraft seem likely 
to be the dominant issues for Asia’s aviation industry this 
year, as they were during 1988 against a background of 
dramatic increases in passenger traffic as tourism boomed world- 
wide. Airlines have added extra services where possible, and many 
found themselves hard-pressed to cope with the huge demand. 

For Asian carriers, part of the surge in demand has been caused by 
large increases in outbound tourism from Japan, riding the crest of 
the high yen, and by Taiwan residents flocking to the Chinese main- 
land — largely via Hongkong — under a 
government agreement which allowed 
them to visit relatives there. The Olympic 
Games in Seoul and Brisbane's Expo also 
provided their own traffic surges. 

Regulatory problems cropped up be- 
tween the US and Japan, with the US 
threatening retaliation against Japanese air- 
lines unless US all-cargo carrier Flying Tiger 


Airports 


Money in space 


y Operations ........ 
was allowed three more flights through 
Tokyo to Europe. Negotiations broke down Manufacturers ... 
in September on this and other disputes, but Training ............ 


were expected to be resumed. 
Japanese officials fear that, despite an im- 
! amd tir cen ices favouring the US side, 
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Regional roundup 


Satellites ............ 
Space research .... 


Space science 1 ... 
Space science 2 ... 


US officials are likely to take a hard line on the grounds that the overall 

trade deficit favours Japan. This is galling to Japanese airline men, 

who continue to buy billions of US dollars’ worth of US-made aircraft 

and endure US airlines hubbing their Asian operations in Tokyo 

without giving Japanese airlines rights of anything like the equivalent 
value in the US. 

Tokyo is the linchpin of Asian services for US giants Northwest 
and United, both of which have in recent years stepped up their pre- 
sence in Asia. United did so by buying and then building upon Pan 
American’s Asian network from the ailing giant which pioneered US- 
Asian aviation links. Northwest, which has 
been operating to Asia for 42 years, this year 
will increase its capacity in both directions by 


Eom evens 40 8.3% over the 1988 figure, to 70,216 seats a 
FP Ph m 43 week — roughly equivalent to 175 Boeing 
tie TERS 45 747 services a week. Northwest already 
by aaa 46 places about a third of its system-w ide 

49 capacity on trans-Pacific and intra-Asian 
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At stake eventually will be the issue of 


ats Lk og) ei cabotage — domestic routes, which US air- 
seeeeecseccccevereees 97 lines naturally insist are not available within 
—€———— 60 the US for foreign companies, an attitude 
I d RTE IY 6] common throughout the world. Some con- 


cessions have been made elsewhere, giving 


toreign airlines the right to fly their own incoming passengers on- 
ward to other points in the same country, but such access is strictly 
limited. 

However, with trade barriers within Europe set to disappear in 
1992, European airlines have been discussing the possibility of 
negotiating with the US as a bloc, as if Europe was one nation and 
thereby treating intra-European routes as cabotage sectors to gain 
leverage with the US. The prospects of Asian nations being able to do 
the same seems slim, though it has been mentioned by some Japan- 
ese airline Officials — as has the at present remote possibility of 
negotiating as a bloc via the Orient Airlines Association, the Asian 
carriers' trade grouping. 

Cooperation between Asian airlines in some form, to counter the 
awesome marketing power possessed by giant US carriers, is a more 
likely path for the future. One way or another, the globalisation of the 
airline industry is going to happen, and national boundaries are 
going to become ever less relevant. And a point that Asian and Euro- 
pean airlines have made to the US, but which has fallen on stony 
ground, is that allowing all foreign airlines now serving the US to op- 
erate US domestic routes would still amount to only a small fraction of 
the domestic services run by US airlines. 

A row pitting Britain and Hongkong against Australia seems 
likely to cause problems for a long  . 
time to come. Hongkong's Cathay 
Pacific Airways and Qantas cannot 
agree on how many flights should 
be added between Hongkong and 
Australia's East coast to cater to soar- 
ing demand, with Qantas wanting 
flights through Hongkong to Europe 
and Asia. 

Britain's attitude is that Hong- 
kong-Europe routes were not open to 
discussion, po Hongkong- 
London which is counted as a domestic 
service while Hongkong remains 
under British tutelage. Cathay wants 
both airlines to put on more Hong- 
kong-Australia flights immediately, 
leaving other problems to be discussed 
separately. The fifth round of talks in 
October — the problem has been under 
discussion for two years — broke down 
with no date set for further negotia- 
tions. 

Part of the Australian argument is 
that Hongkong has a natural advantage, sited as itis between Austra- 
lia and Europe, but Hongkong officials respond that this is no reason 
to enter into any agreement which is of less benefit to Hongkong than 
to the other partner. 

Australia also argues that Cathay is able to take passengers from 
Australia beyond Hongkong, while Cathay and Hongkong reply 
that the need at present is for extra Hongkong-Australia capacity. 
This is underscored by the fact that some ofthis trafficis now being di- 
verted via Singapore, Bangkok and Manila because it is unable to ob- 
tain direct seats. 

Cathay also argues that giving Oantas flights through Hongkong 
would mean allocating many seats for through-traffic, thereby con- 
tinuing to underserve the Hongkong-Australia market — apart from 
there being nothing of equivalent value available for Cathay in or 
beyond Australia. 

But Qantas also has the argument that it used to serve the Hong- 
kong-London route in the early 1970s, when Cathay was purely a re- 
gional airline, and stopped only when Cathay began serving Sydney 
in 1974. Qantas therefore wants to use the rights originally granted to 
it, orat least to get something else of equivalent value. 

Some observers feel that Qantas has been — and still is being — 
naive in its expectations. Among the routes beyond Hongkong 
wanted by Qantas are Hongkong-Singapore and Hongkong- 
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Boeing assembly: full order book. 


Bangkok, and Qantas obtained rights from Singapore and Thailand 
for these routes in an exchange which, among other things, gave Sin- 
gapore Airlines (SIA) and Thai International extra access to Australia. 

But the more cynical observers believe that SIA and Thai agreed to 
the Hongkong-bound routes for Qantas in the full and certain know- 
ledge that Hongkong would refuse to do so, thereby allowing SIA and 
Thai to get something for nothing. When this theory was put to a 
Qantas official, he responded: "Perhaps — it's dog eat dog up there." 
But it would seem that in this case, if any dog was indeed eaten its na- 
tionality was Australian. 

Problems emerged in talks between China, Britain and Hong- 
kong in January, at which Hongkong officials wanted to redress an 
imbalance in scheduled flights which at present is 8-1 in China's 
favour, or about 2-1 in terms of seats when Hongkong Dragon Air- 
lines' 31 charters a week are added to the figures. However, the Civil 
Aviation Administration of China (CAAC), which is both the national 
carrier and China's civil aviation regulatory body, refused to see any 
imbalance, and asked for rights beyond Hongkong. 

The talks ended in deadlock, with another round possible in 
April. But British and Hongkong authorities were not optimistic that 
anything useful will be achieved. Timeis on China'sside, and CAACis 
thought to be unlikely to relinquish its advantage — which, after all, 
was handed over by Britain in 1979 in 
the interests of Britain achieving 
an air service agreement with China. 
The solution will probably involve 
elevating the matter to the political 
level. 

Whatever the result in this indi- 
vidual instance, the arguments and at- 
titudes presented by Chinese officials 
in January do not bode well for the fu- 
ture of Hongkong's airlines after 1997, 
when the ever-thinning layer of protec- 
tion offered by British involvement will 
disappear. And with China having to 
approve Hongkong's own air service 
agreements with other countries, as 
Hongkong extracts itself from British 
agreements, the prospects of Hong- 
kong's aviation policy in general being 
liberalised faster than that of China — 
i.e., glacially if at all — must be virtually 
nil 
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In the interim, British and Hong- 
kong officials managed to correct an im- 
balance favouring British Airways (BA) on the Britain-Hongkong 
route. BA, British Caledonian (BCal) and Cathay had been allocated 
up to 10 passenger flights a week each, and while only Cathay had 
reached its quota, BA's takeover of BCal gave it BCal’s sixin addition to 
its own nine. 


nder the new agreement, reached in February, Cathay and 

BA will have up to 21 flights a week each, which in Cathay's 

case will be split into 14 passenger and seven cargo services 

— theextra four passenger flights starting from 1 April, and 

the present five cargo flights rising to seven early next year when its 

third 747 freighter arrives. More flights may be added in subsequent 

ears. 

: The air safety picture looked decidedly poor worldwide and in 

Asia, though not for reasons given in most of the media. Many 

reporters concentrated on quality control problems at Boeing and 

problems with ageing aircraft, to the point that even perfectly good 

aircraft flown into the ground by crew error became part of the man- 
ufacturer's problem so far as the stories were concerned. 

Worldwide, in 1988 there were 61 fatal accidents of all categories, 

in which 1,600 people were killed. Seven were due to external causes 

such as sabotage or being shot down. From the Middle East through 

to the Pacific, there were 11 fatal accidents, killing 705 people. Two 
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From Tokyo, Osaka, 
Hong Kong, Singapore, Kuala Lumpur, Bangkok, 
or Sydney to India and 
beyond to the Middle East, Africa, Europe and 
U.S.A. this familiar 
greeting matks the beginning of an exceptionally 
enjoyable journey. 
It is over 5000 years old and it succinctly characterizes 
the warmth and 
hospitality of our people, our country and our Airline. 
We at Air-India will be 
honouted to be your hosts on the ground or in the air. 


The airline that treats you like a Maharajah. 
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were due to external causes — one hijacking and one shooting down. 

There were also 117 serious incidents reported worldwide, in 
which 145 people were injured. In Asia the serious incidents totalled 
22, with 38 people injured. 

Most of these figures have been extracted or derived from the au- 
thoritative aviation magazine Flight International, which in turn ob- 
tained its statistics from Britain's Civil Aviation Authority. The figures 
are admittedly biased against the US and Europe, where such infor- 
mation is more readily available than in some other areas — reports of 
incidents occurring in China's airline operations, for instance, rarely 
reach the outside world. 

India suffered a double tragedy on 19 October with the crash of an 
Indian Airlines domestic Boeing 737 at Ahmedabad while approach- 
ing in poor visibility, killing all but five of 135 people aboard, and of a 
domestic Vayadoot Fokker F27 in similar circumstances at Guwahati, 
killing all 34 aboard. CAAC decided to withdraw its five old Soviet- 


"wet arr Pee 
take-off because of ice locking the elevators, and stopped in the sea — 
five people were injured. An All Nippon Airways Lockheed TriStar 
veered off the runway and into snow after landing at Sapporo on 18 
January, with no one hurt. 

In May, a United Airlines 747 suffered three engine failures in suc- 
cession while en route to Tokyo across the Pacific, the third while on 
an emergency approach to Narita. An investigation indicated mis- 
management of the fuel system by the crew. On 24 July an Air France 
747 overran the runway at New Delhi after abandoning its take-off 
because of an engine fire-warning. No one was hurt but the aircraft 
was severely damaged — and the fire-warning turned out to have 
been a false alarm. 

Some of the incidents almost defy belief, One such occurred on 19 
July, when an Indian Airlines 737 landing at Vadodra, India, suffered 
a collapse of its main landing gear as the aircraft collided with a bull. 
And on 9 October, a Garuda 747 failed to stop in time while taxiing to 


built Ilyushin 1118 turboprops from service after one crashed follow- 
ing multiple engine failures and loss of 
control on 18 January at Chongqing, kill- 
ing all 108 on board. 

CAAC suffered a second crash 
on 31 August when seven died — 
six of them crew in the cockpit — 
as a British-built Trident clipped 
an approach light in Hongkong with 
its flaps, broke off a main under- 
carriage leg on the harbour end of 
the runway and then ran off into 
the sea while trying to land in bad 
weather. 

The accident produced a wave of 
media hysteria in Hongkong about the 
need for a new airport, though the last 
accident at Kai Tak was in 1967. The 
hysteria was sparked off again shortly 
afterwards when a Philippine Airlines 
Boeing 747 planted one set of wheels in 
the grass while taxiing back after land- 
ing, and had to be towed out — the air- 
craft was undamaged and no one was 
hurt. 

China suffered another crash in October when a Shanxi Airlines 
Ilyushin 1114 crashed just after taking off on a local sightseeing flight, 
killing all 42 occupants. 


angkok's Don Muang airport came under sharp scrutiny fol- 

lowing the hijacking of a Kuwait Airways 747 from there to 

Algiers via Iran and Cyprus in April. The hijacking ran for 15 

days, during which time the hijackers murdered two pas- 
sengers before releasing all others aboard in return fortheir own free- 
dom. In another hijacking, a CAAC Boeing 737 was forced to fly to 
Taiwan, where authorities took custody of the hijackers and allowed 
the aircraft and all others aboard to fly back to the mainland after only 
a few hours. 

On 3 July, the US Navy cruiser Vincennes shot down an Iranair 
A300 near the Strait of Hormuz, killing all 290 people aboard, having 
mistaken it fora hostile military aircraft intent on attacking the ship. In 
Taiwan, 10 people were killed on 19 January when a Taiwan Airlines 
Islander hit high ground during a bad-weather diversion to Orchid 
Island. 

On7 April, an Oxley Airlines Piper Navajo crashed while landing 
in bad weather in northern New South Wales, Australia, killing three 
of the seven people aboard. All four crew aboard a Burma Airways 
F27 died on 16 June when the aircraft hit high ground at Putao — no 
passengers were on board. On 9 September, a Hang Khong Vietnam 
Tupolev Tul34 crashed while approaching Bangkok in a thun- 
derstorm, killing 75 of the 90 people aboard. 

Among the incidents, there were some close calls. On 10 January, 
= A'm Cuatona YG11 overran the runway at Honshu during 
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Bangkok crash: heavy toll. 


the gate at Bangkok, ending up with its nose inside the terminal — 
causing severe damage to the aircraft 
and injuring three people on board. 
There was also the usual crop of land- 
ing gear collapses caused by various 
mechanical defects — main victims 
were Indian Airlines and Indonesia's 
domestic airlines Bouraq and Mandala. 

Of Asia's nine fatal accidents not 
caused by external action, weather and 
pilot error were among the contribut- 
ing factors in seven, with only two 
being possibly attributable to purely 
mechanical defects. To the weather/ 
pilot error tally may have to be added 
February's crash of a Flying Tiger all- 
cargo 747 while on approach to Kuala 
Lumpur, allegedly in mist — the four 
crew aboard all died. 

Of the 22 serious incidents in Asia, 
two involved weather and pilot error, 
two involved weather alone (sudden 
severe turbulence in one and an unex- 
pected squall in another, five involved 
pilot error only (including the Garuda 
incident and an All Nippon training flight), and nine involved 
mechanical problems (including engine fires successfully dealt with). 
Three others involved a fire on the ground, a serious birdstrike and 
the Indian Airlines encounter with a bull. 

The combination of poor weather and pilot error as causal factors 
took a total of 263 lives in Asia last year, a particularly disturbing toll 
considering that the region's weather problems and difficulties at 
small, upcountry airports with inadequate approach aids are well 
known to all who fly in the area. That two of these accidents hap- 
pened at well-equipped airports — Hongkong and Bangkok — is 
even less explicable. 

If a prize was to be offered for the most unusual incident of the 
year, Indian Airlines' bull would be narrowly beaten into second 
place by a Pan Am 747 which hit an unidentified object while at 33,000 
ft over the US East Coast, severely damaging the nose and disabling 
its radar. The offending object was first tentatively identified as a 
high-flying Canadian goose, though no traces remained. 

Cynics then speculated that though even a very large goose 
would not cause so much damage, the oxygen tank it would need to 
carry at that altitude might — and that the full face-mask the goose 
would have needed to wear would have obscured its vision, so that it 
would not have seen the 747 in time to avoid it. A far more likely can- 
didate as the guilty party is the instrument package hanging beneath 
a stray radio-sonde weather balloon, which have given pilots severe 
frights from time to time. 

The Iranair shootdown is in a class by itself. Although the US 
gained some merit for quickly performing an investigation and- 
rapidly admitting its ship had shot down the A300, senior US officials 






















then tried to push responsibility on to Iran itself, or on to the Iranair 
captain. 

Even the sanitised version of the report made public, incomplete 
for reasons of military security, makes it clear that the Vincennes’ cap- 
tain was badly let down by some members of his crew. One incor- 


descending towards the ship when it was climbing. Only one 
suggested the possibility that it was a civilian flight, and none of the 
others followed up his suggestion. 

One can sympathise with the captain, who had to make a rapid 
decision based on what was — unknown to him — totally incorrect 
information. Butit is hard to understand why a ship sent to operate in 
- such an area would not be listening in on published frequencies for 
local air traffic control: had it done so, the tragedy would have been 
. avoided. 

. The report also mentions an incident on 8 June in which another 
US warship off Dubai issued "nearly continuous challenges" to a BA 
- flight approaching to land. The aircraft responded and turned away 
as directed by the ship, but almost immediately had a near miss with 
another aircraft. Dubai's controllers made a formal protest, and the 
. US Embassy apologised — but the US Navy still did nothing to im- 
; prove its knowledge of or ability to identify civilian air traffic, or to ac- 
- quire a list of control tower or sector radio frequencies in the area. 

." The quality control problems at Boeing, an issue since airlines 
“began complaining about defects in new aircraft last year, brought 
. waves of bad publicity in which all problems on any Boeing aircraft 
-became headline news. A few examples of incorrectly wired fire ex- 
-tinguishing systems in 757 cargo holds led to worldwide checks being 





of faults were found and corrected. . 


-forward upper fuselage skin on an Aloha Airlines 737 in Hawaii in 
_ April, followed by a patch of the skin blowing out on an Eastern Air- 
|... lines 727 in the US in December. All older aircraft therefore came 
_ under suspicion. 

-=x The reality behind the hysteria was that Aloha’s high- mé, high- 

-cycle 737s operate in a salt-laden atmosphere which invites corrosion, 
... and both the airline and Boeing had been working on a programme to 
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^W ignificant events for the region's carriers in 1988 included a rash 
M of new orders and generally good financial results. Among the 
M. 7 highlights: 
-— Japan Air Lines (JAL) embarrassed Boeing by complaining about 
poor quality control on new 747s and 767s being x delivered — a point 
ater followed up by British Airways and others, including Singapore 
Airlines (SiA). The JAL complaint was leaked to the media at the same 
time as JAL was negotiating with aircrew unions over the future in- 
roduction of the 747-400, which will have no flight engineer. JAL 
Xckpit crew and cabin staff walked out for two days in June in protest 
atthe planned crew reduction. 
JAL had ordered five 747-400s in 1987, and in mid-1988 ordered a 
further 15 worth about US$2 billion. JAL declared a record net profit of 
US$133.5 million for the year to 31 March, with revenue up 9%. Pass- 
enger numbers were up 15.8%, reaping the benefit of the high yen 
hich made ground costs outside Japan seem cheap. JAL subsidiary 
n Pacific Hoteliers Inc., based in Hawaii, announced its intention of 
spending about US$20 million to buy 20% of Hawaiian Airlines. 
~ JAL also joined forces with Qantas and American Airlines to set 
up a computer reservations system (CRS) called Fantasia, from which 
Hongkong’s Cathay Pacific Airways, SIA and Thai International had 
earlier split away to form another CRS grouping called Abacus. 





rectly identified the A300 as an F14 Tomcat fighter, another said it was | 


_ done onall Boeing aircraft produced since the early 1980s — —a handful. E 


improve Aloha's maintenance and its corrosion-prevention as a mat- 
ter of urgency. Alas, one aircraft slipped through the net before the 
programme had been implemented, but one of the roots of the prob- 
lem — along-since discontinued cold-bonding process used on early 
737 fuselage skins — was widely known and was being corrected on 
all the relevant aircraft. 

The 727 incident is now thought to have been the result of a faulty 
repair, and is not believed to indicate any negative trend. 


uite separately, Boeing was forced to delay deliveries of its 

new 747-400 ultra-long-range model, because of develop- 

ment problems encountered unexpectedly in the aircraft's 

computer software. Delays in development are not un- 

usual in a new aircraft, but the hold-up in deliveries could 

not have come at a worse time for airlines badly in need of extra capa- 

city. The delays threw planned summer schedules into disarray, and 

lead customers Northwest and sta were among those discussing the 

possibility of seeking compensation from Boeing for loss of rev- 
enue. 

Airport security leapt into prominence with the downing of a Pan 

Am 747 over Scotland by a bomb, killing all 259 aboard plus 15 on the 


_ ground. The bomb is now thought to have been in baggage carried by 


another Pan Am flight from Frankfurt and then taken in transit to be 
put aboard the 747 at London’s Heathrow. The tragedy underscored 
the point that total security is impossible, and that professional 
saboteurs usually succeed — most airport security is only useful as a 
deterrent to amateurs, while perhaps making things more difficult 
for terrorists. 

But with saboteurs’ current access to high-technology devices and 


— explosives, there comes a point at which extra security is impossible 
:« Boeing's problems were exacerbated by the. dramatic loss of the 


withoutcausing either massive delays or equally massive expense, or 
both. Either or both, in a sense, would give terrorists a victory. 
Unless passengers are prepared to accept three- or four-hour 
check-in times for all flights, no matter how short, or governments are 
willing to purchase hugely expensive chemical "sniffers" and hire 
and train more staff to detect explosives, the answer mustlie in better 
intelligence by security services worldwide to stop would-be perpet- 
rators. a 


ore aircraft, bigger profits 


The Japanese Government ordered two 747-400s for delivery in 
1991 in a US$266 million deal to help to reduce Japan's trade surplus 
with the US. All Nippon Airways ordered five Boeing 737-2005 for de- 
livery in 1990, with options on a further five. The airline plans to triple 
its international services by 1992, spending US$2.9 billion in the pro- 
cess. In February this year it ordered 20 747-400s worth US$3.15 bil- 
lion, and was talking about US$1 billion-worth of 7675. . 

Japan Air System (formerly Toa Domestic Airlines) bought two 
second-hand A300s for US$88 million, to be delivered in 1989 and tak- 
ing the Airbus fleet to 15. It also took delivery of the first of four MD87s 
and ordered seven more MD81s, plus receiving two DC10s. 

Korean Air announced a US$1.4 billion order for six Boeing 747- 
400s for 1994, with options on a further four, adding to three firm or- 
ders placed earlier. It also ordered two A300-600s, to take its total Air- 
bus fleet to 17 early in 1989. Korean took delivery of a 747-300 and two 
747-200 freighters during 1988. 

A new South Korean airline, formed by the Kumho conglo- 
merate after a government decision in February to allow competi- 
tion for Korean Air, changed its name in August from Seoul Air 
International to Asiana Airlines. It has an agreement to lease Six 
Boeing 737-400s, and started domestic services on trunk routes in 
January 1989. It planned to start international routes later this vear 
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CAAC Boeing under construction: expansion plans. 


and to operate at least one wide-bodied freighter this year or in 1990. 

The state-owned Civil Aviation Administration of China ( CAAC) 
continued its division into separate airlines in 1988 with the setting- 
up of Peking-based Air China and Shanghai-based China Eastern 
Airlines. The process started with the establishment of Chengdu- 
based China Southwest Airlines in October 1987. Three more carriers 
were expected to be set up by the end of 1988, like the others repre- 
senting name-changes for CAAC's regionally based operations. 

Orders for MD11s began to flow from China, with China Eastern 
signing up for five and China Southern — CAAC's Canton region — 
believed to be on the brink of signing for a further five. Other MD11 
sales were in prospect for CAAC's Shenyang region. China Eastern 
also ordered three A300-600s for delivery late this year to join its pre- 
sent Airbus fleet of five A310s. 


sent three, the new deal being valued at about US$180 million. 

A later deal, involving about 30 Boeing aircraft of various mod- 
els for several of CAAC's regions, was understood to have fallen 
through because of problems with financing in the light of China's 
economic cutback late in the year. Independent carrier Shanghai Air- 
lines ordered three 757s for domestic services. 

Taiwan's China Airlines (CAL) was the beneficiary of a govern- 
ment plan, announced early in 1988, to reduce its trade surplus with 
the US with a US$744 million deal to buy five 747-400s and a 747-200 
freighter and lease them to the airline, and a similar deal worth 
US$320 million involving four MD11s. CAL also ordered three A300- 
600s for delivery in 1989. 

Battles for routes between other, smaller airlines in Taiwan 
seemed likely to intensify with the creation of Evergreen Airlines by 
Taiwan's giant shipping line. The airline was set up to run interna- 
tional freight operations and has yet to start flights, but might opt for 
passenger services later when it has proved its technical capabilities. 

Formosa Airlines, which took delivery of two Saab 340s in mid- 
year, startled observers by applying to run services between Taiwan 
and several Chinese mainland destinations, in conjunction with an 
unnamed US airline. Far Eastern Air Transport confirmed an earlier 
letter of intent for two ATR72s for 1990 delivery, with options on four 
more, and Foshing Airlines ordered two ATR42s for 1988 delivery, 
with options on two more, as well as ordering four ATR72s. Great 
China Airlines ordered two de Havilland Canada Dash 8s for late- 
1988 delivery, and followed on with an order for four more. 

Hongkong's Cathay Pacific Airways reported a 26% increase in 
profit to HK$1 billion for the six months to the end of June. It had al- 
ready reported a record profit for 1987 of HKS2.1 billion, up 71% over 
1986. During the year Cathay added a 747-300, a 747-200 freighter and 
two TriStars to its fleet, as well as ordering a third 747-200 freighter, 
converting three 747-400 options into firm orders — for a total of five 
firm orders so far — and adding another 15 to the remaining four op- 


C anton region ordered four more Boeing 757s to add to its pre- 





its total to 18, and was contemplating a further six options on 747- 
400s. It was also trying to decide on a TriStar replacement for 1993-94, 
for which the candidates were the stretched version of the MD11 
trijet, the twin-engined Airbus A330 or a projected Boeing wide- 
body twin. Up to 12 firm orders and 12 options were expected early 
this year. 

Hongkong Dragon Airlines (Dragonair) reported increasing traf- 
fic through the year, with a network-wide load factor of 78.2% in Au- 
gust. In November, Dragonair applied to fly between Hongkongand 
Sapporo in Japan, as did Cathay shortly afterwards. The route was 
awarded to Cathay, with Dragonair gaining approval for Sendai and 
Hiroshima. Dragonair also won approval for charter flights to Peking 
and Shanghai because of inadequate scheduled capacity on those 
routes. 

It had been hoped that talks between Britain, Hongkong and 
China would resolve the present 3-1 imbalance between CAAC and 
Hongkong airlines’ flights between Hongkong and the mainland. 
But when the talks were eventually held in January this year, the re- 
sult was deadlock — Dragonair's flights continue to be charters, limit- 
ing its scheduling severely because ofa charter-flight curfew in Hong- 
kong during the peak air traffic hours in the middle of the day. Fur- 
ther talks are due in April. 

Hongkong all-cargo airline Transcorp Airways, a subsidiary of 
Australian group Ansett Transport Industries, shut down operations 
with a profit for that month alone of P16 million, and for April P61 
million. It ordered seven Fokker 50s for domestic short-hail routes, 
with options on a further three. It has plans to lease six more 747s, and 
was evaluating 737s and BAel46s for its domestic routes. Privatisa- 
tion, much touted early in the year, was put on the back-burner in 
June with the announcement of a study to determine how much of 
the airline should be sold, and to whom. 

Philippine Airlines began to climb out of earlier financial horrors 
caused by the country's overseas image being hit by the 1987 attempt- 
ed coup. Total unaudited loss for 1987-88 was P67.98 million 
(US$3.19 million), but since February 1988 traffic has been soaring, 
with a profit for that month alone of P16 million, and for April P61 
million. It ordered seven Fokker 50s for domestic short-hail routes, 
with options on a further three. It has plans to lease six more 747s, and 
was evaluating 737s and BAel46s for its domestic routes. Privatisa- 
tion, much touted early in the vear, was put on the back-burner in 
June with the announcement of a study to determine how much of 
the airline should be sold, and to whom. 

Thai International merged with domestic operator Thai Airways 
in April, riding high on 1987-88 first quarter pre-tax profits to 31 De- 
cember of US$41 million or an increase of 34% over the previous year, 
excluding US$50.5 million from the sale of two DC10s. Profit for the 
full year was tipped to be US$131.6-196 million. Prospects for Thai's 
privatisation were felt to have diminished with the merger, which 
strengthened the combined airline's financial position and offered 
linked schedules and larger aircraft on domestic trunk routes. 
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wal sdlasxose mrohloms during the vear came from interfer- 


ee wen Sovermmrein. First was à demand that an intended order 
for MD11s be re-examined against a proposal for A340s — the order 
for four MD11s was confirmed after much work in presenting the 
case again. The second incident occured when the new Thai Cabinet 
queried the airline's intended Baht 1 billion (US$40 million) invest- 
ment in the Abacus CRs partnership with SIA and Cathay, to be based 
in Singapore. A special committee looked at the project again and de- 
cided that the economic logic of joining such a CRS was indisputable, 
but that Thai should look to a European-based system. 

Malaysia Airlines placed orders for two 747-400 combis and one 
747-400 all-passenger version, each worth about US$123 million. The 
first was for delivery in May 1989 but was expected to be several 
months late. MAS also ordered a ninth Fokker 50. Early in 1989, MAS 
ordered a further three 747-400s for US$423 million and took options 
on three more. The carrier made an after-tax profit of US$58 million 
for the year to 31 March 1988, and was tipped to make US$61-69 mil- 
lion for 1988-89. 

Singapore Airlines announced a profit of $$602.6 million in the 
year to March, up 33.6%. It also ordered three A310-300s for US$180 
million to replace its four Boeing 757s, which it decided were too 
small, by 1990. SA has options on a further five A310s. During 1988 it 
took delivery of its first freighter, a 747-200, for a joint service with 
British Airways (BA). The Singapore Government was preparing to 





Qantas 767: capital injection needed. 


offer part of its remaining 55.89% stake in SIA, reportedly involving 
some 30 million shares worth about $$330 million. 


sharp upswing from the US$186,000 profit it had announced for 

1987 — its first for years. It arranged to lease eight 737s for domes- 
tic routes, starting in 1989, and expected to place orders for an un- 
specified number of 747-400s before the end of 1988. 

Indonesia's domestic airlines Merpati, Bouraq and Mandala were 
hoping for a change in the present rules that compel them to operate 
propeller-driven aircraft — and to buy only from local manufacturer 
IPTN. 

Air-India made a loss of about US$33.4 million for 1987-88, but 
was hoping to benefit from a change in Indian law which would allow 
it to lease two 747-300 combis instead of purchasing them. Early in 
1988 it was predicting that, because of its sound finances, it would 
spend more than US$1 billion on expansion over the next few years. 
It made a US$3.65 million profit for the half-year to 30 September 1988. 

Largely domestic carrier Indian Airlines made a profit of US$58.2 
million for 1987-88, and a net profit of US$30.8 million in the year to31 
October, an increase of 19.395 over the same period of the previous 
year. It opted to lease four 737s from Airbus Industrie while awaiting 
its A320s asa short-term answer to capacity problems. In May the air- 
line raised its A320 order from 19 to 31. The carrier also announced 
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that its aircraft had suffered 45 birdstrikes causing Rs 116 million 
(US$7.6 million) in damage between July and mid-September 
alone. 

Small domestic operator Vayadoot had incurred cumulative loss- 
es to US$7.8 million to March 1988, but its revenue rose 20% later in 
the year. It was given the go-ahead to buy four Soviet-built Yakovlev 
Yak42 jets and was also being offered 17-seat Antonov An28s. 

Bhutan's Druk Air entered the jet age with its purchase of a British 
Aerospace BAe146 to add to its fleet of two Dornier 228s. 

Air Lanka began to turn in a profit in mid-1988 and had hoped to 
break even in the fiscal year from 1 April 1988 after losses of US$25 
million in 1986-87 and US$13.5 million in 1987-88. But new civil strife 
in October and November inevitably cut into tourism figures and 
made the airline's immediate prospects seem gloomy once again. 

In Australia, the inbound tourism boom — which was expected to 
continue — and liberalisation upcoming in 1990 with the ending of 
the domestic two-airline regime on major routes were sparking a 
number of moves. Australian national airline Qantas raised its orders 
for Boeing 747-400 to eight in late 1988, and for Boeing 767s to six. It 
had earlier announced a record profit of A$131.1 million (US$104.8 
million) for the year to March, up 101.5%. 

Qantas intended to boost its fleet from 31 to 47 by 1991-92, spend- 
ing US$5.4 billion on 747s and 767s and leading to discussions abouta 
possible government injection of US$600 
million in new capital. 

Government-owned Australian Airlines 
postponed deliveries of nine A320s and 
changed them into options for 1992. Austra- 
lian expected to earn a record profit for 1987- 
88, and for the six months to 31 December 
1987 announced a A$42.5 million net profit. 

A plan was announced by the former 
head of East-West Airlines to set up a low- 
cost airline to start operations with five 757s 
in 1990 under the more liberal rules. There 
were also plans for two other airlines of simi- 
lar size, one talking about 767s and the other 
MD80s. 

The private Ansett added several 
BAel46s to existing fleets in its various re- 
gional airlines in Australia. Also, Ansett 
New Zealand ordered two BAe146s for a 
total of US$50 million for delivery in March 
1989. 

Ownership of Air New Zealand, appa- 
rently settled with a plan to sell 25% of the state-owned carrier to Aus- 
tralia’s Qantas for about NZ$300 million (US$186.3 million), became 
uncertain again when the government reopened the bidding in Sep- 
tember. The reversal was the result of heavy lobbying by ANZ and 
suitor BA, and the government said that this time it would allow 10096 
of the airline to be sold, though control — i.e. a majority of the shares 
— would have to remain in New Zealand. 

The negotiations were complicated by the government's early 
preference for Qantas to win the deal and by ANZ's preference for BA. 
A deal with Oantas ran the risk of creating a monopoly on trans-Tas- 
man services and of ANZ being used as a source of financing for an in- 
tended doubling of Qantas’ fleet size, so ANZ's thinking went. Joining 
up with BA would give ANZ access to a more extensive overseas net- 
work and fill a gap for BA. 

In the end, ANZ was bought by a consortium involving Qantas 
(19.9%), JAL (7.5%), American Airlines (7.5%) and New Zealand 
group Brierly Investments. Brierly took 65.1%, but had undertaken to 
reduce its stake to about 35% by selling the remaining 30 percentage 
points to ANZ staff and the New Zealand public. The price for the air- 
line was NZ$660 million, far lower than expected, and the deal came 
under fire from New Zealand anti-trust authorities who have not yet 
decided whether it can go ahead in its proposed form. ANZ earned a 
profit of about US$40 million in the year to March 1988. It has ordered 
three 747-400s. m Michael Westlake 
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AIRPORTS 


Traffic boom 
means jams 
on the ground 


ith airline passenger and cargo traffic growing in leaps and 
bounds, some of the region's airports are bulging at the 
seams. Road, terminal, tarmac and air traffic congestion 
have become familiar features at airports such as Tokyo's Narita, 
Hongkong's Kai Tak, Sydney's Kingsford Smith, Manila and others, 
some at peak periods only and others virtually throughout the work- 
ing day. 

Many governments in the region have already implemented 
plans to improve airport facilities, expand terminals, build more run- 
ways or construct entire new airports, or are thinking of some combi- 
nation of all of these. But because of the 
rapid traffic growth and the slow pace of 
government reaction in some cases, the situ- 
ation is going to get worse before it gets bet- 
ter. 

Late last year, Singapore Airlines’ man- 
aging director, Dr Cheong Choong Kong, 
pointed out that from 1966-86 carriers in the 
Asia-Oceania area had increased their share 
of the world's international revenue tonne 
kilometres from 7% to 23.6%, a figure great- 
er than the combined international share of 
North American airlines. Quoting Interna- 
tional Civil Aviation Organisation (Icao) fig- 
ures, he said that the Asia-Pacific airlines’ 
share of world traffic is expected to reach a 
third by 1995. 

Japan's plan to produce 10 million out- 
bound Japanese travellers by 1991 had al- 
ready achieved 4 million in the first six 
months of 1988, a 28% increase over the first 
half of 1987, and would produce 8 mil- 
lion by the end of 1988. Japan Air Lines has estimated that only 4% of 
about 122 million Japanese have travelled abroad, compared with 
about 11% for other nations at a similar stage of economic develop- 
ment, so there is enormous room for further growth. 

Easing of travel restrictions in Taiwan and South Korea means 
huge growth potential from these two areas, and increasing wealth in 
Southeast Asia will mean more travellers from this part of the region 
over the longer term. And then there is the enormous but much 
longer-term potential of China. 

This vast real and potential pool of foreign exchange waiting to be 
spent is a natural target for governments bent on increasing tourism 
revenues and for airlines, increasingly private business-oriented 
companies instead of national public utilities, seeking to boost profits 
for their shareholders. 

But the region's airports and the airlines using them face a basic 
problem, expressed succinctly in 1988 by the former chairman of 
Hongkong's Cathay Pacific Airways, Michael Miles. He said that air- 
lines cannot simply buy larger aircraft to cope with this upsurge in de- 
mand — on long sectors they are already using large numbers of Boe- 
ing 747s, the largest type available. On shorter routes, the four-en- 
gined 747 or three-engined DC10 cannot match the economics of the 
widebody twin such as the Airbus A300 or the Boeing 767. In both 
cases therefore. extra demand must be met by extra frequencies — 
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and new types such as the A330 and MD11, with extra capacity for re- 
gional routes, will provide only partial, short-term relief. 

This, said Miles, is already putting a heavy strain on inadequate 
airport and air traffic infrastructure, and high volumes of traffic and 
congested conditions will increasingly lead to potentially explosive 
confrontations between airline staff and passengers. Little has been 
done by many governments, he said, to automate cumbersome and 
bureaucratic immigration and customs procedures, in contrast to the 
computerisation of check-in procedures already set up by most air- 
lines. 

Miles added: “Little has been said, much less done, about ineffi- 
cient and poorly trained air traffic control staff in the region, nor the 
inadequate equipment on which they rely, nor about the frequent 
and potentially dangerous disregard of that civilian air traffic control 
by the air forces of some countries in the region.” 

He pointed out that some long-established airways sent aircraft 
on a “series of dog-legs through the skies of Asia,” adding many un- 
necessary minutes to each journey. The responsibility for tackling all 
of these problems, he said, lay with governments, which unless 
pushed into action by public opinion would react with too little, too 
late, and would “follow their normal custom of shuffling both blame 
and responsibility on to the airlines.” 

None of this is unique to Asia — air traffic control delays because 
of congestion are common in the US and Europe, and near-collisions 


Check-in queue, Sydney: longer delays. 





of airliners have become an issue of growing concern in both areas. 
For Asian carriers, congestion in Europe has meant delays which 
then ricochet around their entire route networks, sometimes for sev- 
eral days, following the late arrival of an aircraft at home base. Last 
year, Lufthansa calculated that “stacking” of its aircraft above busy 
airports while awaiting landing slots had incurred extra costs of about 
DM 50 million (US$26 million) in 1987. 


tor, and it is unreasonable to expect every airline to be able to 

make automatic “blind” landings at every airport every time 
there is a severe crosswind, thunderstorm, fog or typhoon there. But 
speeding up the flow of aircraft and passengers through more effi- 
cient airways, more parking bays, extra immigration and customs 
staff and/or simpler and faster procedures, plus extra terminal space 
and more runways, seems reasonable for the travelling public and 
the airlines to expect. 

Within the region, pressure is being brought to bear on go- 
vernments by airlines through the International Air Transport 
Association, which early this year decided that emphasis is 
needed to alleviate congestion at airports in Australia, India, 
Hongkong and Japan. This will hardly come as news to the gov- 
ernments concerned, but such pressure may help to instil a lit- 


N: all such delays can be eliminated — weather is a crucial fac- 


tié more urgency into plans already being formed or under way. 

In Brunei, for instance, Bandar Seri Begawan airport should have 
anew six-gate terminal addition by next year, raising passenger capa- 
city to 1.5 million a year. A new cargo terminal is also to be built — 
total cost for both French-built projects is about US$45 million, and 
further expansion is under study. Burma, too, is expanding its airport 
facilities at Rangoon, in a Japanese project worth about US$250 mil- 
lion. 

China's needs are enormous: new terminals built at Peking, 
Shanghai and Canton are already overcrowded, and there are plans 
to extend these further and to build many new regional airports. It is 
uncertain how many of these projects have the backing of central au- 
thorities in Peking and how many are being pushed by local officials, 
particularly in the light of new economic constraints which have been 
imposed. Projects such as a proposed new airport at Shenzhen, just 
north of Hongkong, and Hainan island, have been touted first as 
domestic and then as international, 747-sized airfields, and their “on 
again, off again" nature has been a severe handicap to foreign ad- 
visers and potential investors. 

Hongkong's existing Kai Tak Airport is to receive a series of im- 
provements to add parking bays and access roads over the next few 
years while a new airport costing around US$1 billion is under con- 
sideration. A US$35 million extension to the existing terminal opened 
last year, boosting passenger capacity from 12 million to 18 million a 
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Customs inspection, Singapore: new terminal. 


year, but the airport's ultimate capacity is expected to be reached by 
1996. Anew US$152 million second cargo terminal is to be built at Kai 
Tak, to be opened in 1991. 

Arguments about a new airport have been around since just after 
World War II, and various studies have been made over the years. 
Until now, the closest Hongkong came to replacing Kai Tak was in 
1983 when a US$23.7 million investigation was made into a site at 
Chek Lap Kok, on the northern side of Lantau Island, but this was 
shelved — ostensibly for financial reasons, though it should be noted 
that at that time there was no formal agreement between Britain and 
China on Hongkong's future after 1997. 

Potential new sites include the western harbour, an area south- 
west of Lamma island or another south of Cheung Chau island. All 
involve extensive reclamation for a two-runway airport, plus major 
infrastructure costs for access roads. But all would permit 24-hour 
flight operations, and could be ready (with one runway available) by 
about 1995-98, depending on whether one accepts estimates from po- 
tential builders or government contractors. 

In India, plans are under way to increase New Delhi's capacity 
with a US$61 million terminal extension to cope with an expected in- 
crease from just over 2 million to almost7 million passengers a year by 
1999. Calcutta's facilities are planned to expand by next yearto handle 
715,000 people a year. And at Bombay, where traffic is predicted to 





rise from just over 4 million in 1987 to close to 5.5 million next year, a 
US$43 million project is expected to raise capacity to 7.5 million pas- 
sengers a year. Itis hoped that this will be sufficient until 1996, but be- 
cause there is virtually no further development potential, planners 
are studying possible sites for a new airport. 

Indonesia has already completed major improvements at Bali, is 
about to commission the building of the second stage of the new ter- 
minal at Jakarta’s Cenkarang airport and is continuing to improve 
facilities at Biak. 

In Japan, overcrowded Narita is to be doubled in size with two 
more runways and an extra terminal, to be ready in about 1993. 
Tokyo's second major airport at Haneda is undergoing major im- 
provements, also to be finished in 1993, as is Osaka's new Kansai air- 
port, which is expected to cost US$6.6 billion and involves much in- 
novative engineering to put the airport on a man-made island. A fur- 
ther US$11.8 billion has been approved for building nine new air- 
ports and extending 13 existing ones over the next few years. 

Part of Japan's solution to Narita's congestion seems to be to per- 
suade airlines to fly to other points in Japan, but though this is attrac- 
tive to some passengers, the increasing market means that it is hardly 
likely to provide much relief even in the short term. 

Malaysia's Subang airport at Kuala Lumpur is expected to add a 
new cargo complex, and plans to spend US$406 million toimprove 19 
current airports and build new ones. Nepal's increasing tourist traffic 
has made a new terminal necessary at 
Kathmandu's Tribhuvan airport, and sev- 
eral other projects are also under way. 

In the Philippines, Manila International 
airport's transport facilities have been up- 
graded, but little is planned for the terminal 
itself. A new cargo terminalis expected to be 
built in the next few years. 

At Singapore's Changi airport, already 
the envy of many another airport authority 
because of its efficiency and its spacious 
facilities, a second terminal costing US$240 
milion is to open this year, doubling 
Changi's capacity to 20 million passengers a 
year. 

Sri Lanka's Katunayake airport at Col- 
ombo is predicted to handle 5.25 million 
passengers annually by 2000, more than 
double the present figure, and projects to ex- 
pand capacity are expected to be completed 
by that year. Taiwan's Chiang Kai Shek air- 
port at Taipei is planning its second stage of 
development, the city's Sungshan domestic airport is expanding and 
Kaohsiung is extending its terminal. Taiwan expects to handle 15.9 
million passengers a year by 2001. 

In Thailand, Bangkok's Don Muang airport has a new terminal 
and parking bays which vastly improve efficiency, and a new termi- 
nal is to be built at Phuket as part of a US$6.6 million dollar program- 
me. Papua New Guinea intends redeveloping Port Moresby's air- 
port, modelling a new terminal on that at Australia's Cairns airport. 

Plans have been announced in Australia for replacing Sydney's 
Kingsford Smith airport, which is hemmed in by Botany Bay and 
urban developments, but environmental and land-ownership prob- 
lems mean that arguments and delays seem likely to continue. 

As to air routes, Icao is having discussions with governments in 
the region to seek short cuts where possible, reducing congestion at 
various points. Two obvious routes which would benefit from more 
direct routing are those from Hongkong to Bangkok and Hongkong 
to Singapore — diversions around China's Hainan island in both 
cases and around Vietnam in the latter were originally mandated for 
political and safety reasons, but hardly seem necessary any more. 
The airway between Peking and Tokyo takes an enormous dog-leg 
around Korea, and while North Korea might have to continue to be 
avoided, there is hope that South Korea might agree to allow over- 
flights between these cities. m Michael Westlake 
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SATELLITES 


Ear in the 
skv offers 
safety boost 


ast year, the International Civil Aviation Organisation (Icao), a 

i technical arm of the UN, was presented with a plan by its Fu- 

ture Air Navigation Systems Committee (Fans) which could 

save the civil aviation industry US$4.2-5.6 billion annually by 2010 

through using a galaxy of 30 satellites for communications, naviga- 
tion and surveillance. 

Airlines are already experimenting with satellites in communica- 
tions, but to date these trials have been aimed at telephone circuits for 
passengers’ use. But apart from passengers who want to keep in 
touch with the ground, there is a more urgent need to upgrade pre- 
sent communications services in aviation, both for air traffic control 
(ATC) and for each aircraft's operat- 
ing data to be relayed back to 
home base. 

The international satellite 
grouping Inmarsat, concerned al- 
most entirely with maritime com- 
munications, had previously pro- 
posed using its satellites for avia- 
tion voice and data communica- 
tions for air traffic control, for air- 
lines' own operational links and 
for passengers' use, with naviga- 
tion to be added later. 

But the Fans report, now being 
evaluated by other specialists, 
proposes using more than one 
system, and if implemented 
would mean the demise of some 
of the present non-precision radio 
beacons in use all over the world 
as well as providing a quantum 
leap in air safety. It would also, 
presumably, mean the wholesale 





only every 45 minutes at best, with the interval sometimes stretching 
to five or six hours. Also, the satellites' signals and the present receiv- 
ing equipment require a relatively long interception time of several 
minutes, followed by several more minutes of calculation within the 
receiver before a position update is shown. For a slow-moving vehi- 
cle such as a ship the inaccuracy thus built in is irrelevant, but for an 
aircraft moving at about8 miles a minute it would be totally unaccept- 
able. 
Today's ATC and communications systems have their limitations. 
ATC or any other radar in civilian use is limited in broad terms to line- 
of-sight — radar which can see over the horizon is limited to military 
applications at present, and in any case all radar is subject to inac- 
curacies or other problems caused by propagation anomalies at long 
range. 

Radio suffers the same problems in the Very High Frequency 
(VHF) band used for ATC — once over the horizon from an airport, air- 
craft must either use remote-controlled VHF stations to relay their pos- 
itions to ATC centres, or use High Frequency (HF) signals which are 
subject to interference. 

Over large land masses there is no problem — ATC centres or 
remote radar and VHF stations can relay aircraft reports between each 
other. But more than about 250 nautical miles away, or on long 
trans-oceanic routes, airliners are on their own so far as navigation 
is concerned, and may be reduced to HF or asking other aircraft to 
relay their reports, which is far from ideal. 

Modern inertial navigation 
systems (INS) are accurate to 
within 2 nautical miles of lateral 
drift per hour of flight, though 
they generally stay within 1 mile 
for each hour — an error of only, 
say, lOnautical miles left or right of 
desired track after 10 hours of fly- 
ing in an oceanic airway which is 
50 miles wide. But errors have oc- 
curred in programming naviga- 
tional waypoints into the INS, and 
aircraft have come close to collid- 
ing over mid-Atlantic — out of 
sight of any ATC radar centre, and 
in ignorance of anything being 
wrong until a near-collision has 
taken place or until coming within 
range of an ATC centre on the other 
side of the water. 

Thus, having a system on 
board which would receive con- 
stant signals from sufficient satel- 


restructuring of today’s ATC sys- Electronic cockpit: satellite inputs. lites, process the information and 


tems, which largely operate along 

national lines with aircraft being “handed over” between indi- 
vidual controllers across various national or regional bound- 
aries. 

Using 24 satellites sent aloft in such a way that, from any position 
on earth, there are at least four visible at any one time, precision navi- 
gation is possible in three dimensions — latitude, longitude and al- 
titude. In short, an instant check against the aircraft's own equipment 
— and reported back via satellite links to the appropriate ATC centre 
without the crew having to clutter up crowded frequencies with ver- 
bal position reports. 

It would, at least theoretically, also be possible to use such a sys- 
tem for approaches to airports, though the Fans analysts were not 
prepared to predict the abandoning of current Instrument Landing 
Systems installed at airports and which work perfectly well, or of the 
more advanced and more flexible Microwave Landing Systems 
which are slowly being introduced. 

Such a system would represent a tremendous advance over the 
exoacont TAsatellite system used bv ships, which is not used by air- 


present it virtually instantane- 
ously, and even relay it automatically to an ATC centre, is eminently 
desirable. INS, of course, will still be required as a back-up in case of 
problems with the satellites or the receivers. 

Beyond the basic safety aspects lies another area of growing im- 
portance to airlines, who for some years have been relaying aircraft 
operating data back to home base by radio from limited areas of the 
world. Satellites would open up the entire world to this application of 
engineering and operational management, which has already 
proved its value by enabling engineering staff to pinpoint problems 
before they become serious, and by enabling traffic staff to schedule 
ground services just before an aircraft arrives. 

The present system is known in the US as Acars, for Airborne 
Communications, Addressing and Reporting System, and is run by 
Aeronautical Radio Inc. (Aerinc), which also manages a similar Cana- 
dian network run by Ajr Canada. Elsewhere itis run by the Societe In- 
ternationale de Telcommunications Aeronautiques (Sita), and is 
known as Sita Aircom, covering Europe, the Middle East, South and 
Southeast Asia and Australia. 

i 1; 2« aa: 8hlo urith each other. and enable air- 


arre to RECEP U ALR Ui MeT difCrart ánd their needs over large slabs of 
the world, thus helping to avoid inefficiency in scheduling and pro- 
viding spare parts or repairs rapidly. This goes far beyond the 
schedulers' wish to receive "oooitimes" — operations jargon for out 
(from the parking bay), off (the ground), on (the ground) and in (the 
parking bay) times. This data used to be transmitted verbally, but can 
now be sent automatically by radio data-link triggered by micro- 
switches in the main door, parking brake and landing gear — a facility 
introduced in 1978. 

Acars still uses the ATC frequency band, but because its transmis- 
sions involve data rather than speech, they take only a few microsec- 
onds — enabling more data to be sent in a short space of time, and re- 
ducing radio traffic on already busy frequencies. Messages for 
ground staff appear as a print-out or in a display terminal, but the 
greatest advance Acars or Sita Aircom has produced is the ability for 
automatic reporting machines in the aircraft to talk directly and in- 
stantly to computers on the ground, without humans having to ex- 
tract data from one to repunch into the other perhaps several days 
later. 

In this way, suchitems as fuel consumption, amount of thrust and 
operating temperatures in individual engines can be monitored virtu- 
ally in real time, and unhealthy trends too small and too slow for the 
human eye in the cockpit to notice can be spotted by the machine on 
the ground, which keeps a lifetime profile of such data for each en- 
gine and each aircraft. This has huge potential for preventing small 
problems from growing into serious damage by scheduling preven- 
tive maintenance at the aircraft's next stop, and even by alerting the 
crew while still airborne that trouble is developing. 


printer in the cockpit, and even directly into an aircraft's flight 

management system if a standard format can be devised, reduc- 
ing readback errors on the radio and further cutting the already heavy 
demand on ATC frequencies. Weather forecasts from destination and 
alternate airports are another fruitful field for Acars, as these could be 
updated more often than at present. 

Sita is running satellite trials now, and intends offering a satellite- 
based service from next year. The price will not be cheap — against 
today’s Acars equipment cost of around US$30,000 per aircraft, the 
satellite gear will reach about US$300,000. 

There is almost no limit to the amount of data which could usefully 
be sent between aircraft and the ground in this way, whether it be 
from pursers using keyboards to send food and bar stock reports be- 
fore arrival, to make replenishment more efficient, or from passen- 
gers wanting to reconfirm or change hotel or car reservations from 
their seats. 

The Fans report predicted a capital cost of satellites, ground and 
aircraft systems of US$6.39 billion, with an annual running cost in- 
cluding depreciation of US$1.01 billion. Against this, it foresaw sav- 
ings of US$5.2-6.4 billion a year through cost avoidance and increased 
efficiency. 

It also predicted that the use of satellites for ATC could permit 
greater traffic growth in airways by reducing present spacing be- 
tween flights, at the same time providing a closer watch on traffic. 
This form of surveillance is due to start in the US next year, when 
oceanic controllers will be able for the first time to watch specially 
equipped aircraft out of the range of radar for the first time. 

Most of the satellites will be in place by 1995, though some are al- 
ready there — to Icao’s delight, the Soviet Union has said that its 
emerging Global Navigation Satellite System (Glonass) can be made 
compatible with the Fans plan, in addition to the US Global Position- 
ing System (GPS) which is intended to have a downgraded level of ac- 
curacy for civilian use, and which had previously been thought to be 
the only candidate. 

The prospect is therefore that the US may have to change its mind 
somewhat, to allow civilian users a quality and variety of GPs signal 
just as good as that which becomes available from Glonass — and that 
such cooperation by Moscow may enable aviation satellite links to de- 
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SPACE RESEARCH 


Japan starts 
the cosmic 
countdown 


By Brian Jeffries in Tokyo 


apan is poised on the edge of a new era in space development. 

Between now and the end of the century, provided conservative 

politicians are willing to approve the necessary funding, it will 
have constructed its own highway into space and become a powerful 
member of the international space community, on a par with Europe 
and in a position to steadily challenge US and Soviet dominance. 

Since the first Japanese satellite, Oshumi, was launched on 11 Feb- 
ruary 1970, Japan has been concentrating on its original goal in space 
development. This has been to progressively develop its own world- 
class rocket and satellite technologies. That stage has now almost 
been reached. 

In early 1992, the first Japanese rocket employing all-Japanese 
technology will blast off on its maiden test flight from a newly con- 
structed National Space Development Agency (NASDA) launch pad at 
the Tanegashima Space Centre. The two-stage H-2 rocket, using two 
solid-propellant strap-on boosters, is capable of putting a 2.2 tonne 
satellite into geostationary orbit 36,000 km above the earth, 10 tonnes 
into low-earth orbit or sending unmanned planetary probes of 2-3 
tonnes to Mars or Venus. 

On its second test flight, later the same month, the H-2 will con- 
firm Japan's expertise in producing its own world-level satellite 
technology, by putting NASDA's 2 tonne ETS-6 (experimental test satel- 
lite) into a geostationary orbit. This will position Japan to enter the luc- 
rative market for communications and broadcasting satellites. 

The two events will also mark Japan's transition towards its next 
goal in space. This is to develop the basic infrastructure for putting 
men and equipment into space, with the aim of developing new com- 
mercial processes and conducting scientific experiments in the micro- 
gravity of man's newest frontier, in the hope of eventually reaping 
rich commercial profits. 

To achieve this goal, Japan must improve its space-transportation 
system and at the same time establish a regular manned presence in 
orbit above the earth. The H-2, and its subsequent more powerful 
successors under development, will be the basicbuilding blocks from 
which the space-transportation system will be developed. But NASDA 





Space laboratory model: Japanese advances. 
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Asia1989 Yearbook 


We give you Asia, 
minus the mystery, 
minus the myth: 


Asia, the world’s most dynamic market place is home to more than half of man- 
kind. Every day events occur here which not only shape the destinies of its more 
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9 The Asia 1989 Yearbook does more than just cover these events — it compiles, ana- 
lyses and interprets them for the reader. No businessman or scholar can afford to ignore 
them. Nor can any professional or anyone who has dealings with or an interest in this excit- 


Decide for yourself whether any other single medium puts the social, political and economic realities of Asia at 


your fingertips as does the Asia Yearbook. 


NOW INITS 30TH YEAR... 


Matching the rapid pace of Asian development the Asia Yearbook goes into 
great detail, with greater insight — a book which everyone who needs to 
know about Asia should have on the bookshelf. Now in its 30th year the Asia 
1989 Yearbook is more thorough and comprehensive than ever before. 


COUNTRY-BY-COUNTRY ANALYSIS . . . 


Each country is discussed with up-to-date reviews of its Politics and Social 
Affairs, Foreign Relations, Economy and Infrastructure, complete with a 
map and lists of leading public officials. The Asia 1989 Yearbook gives you 
localised. first-hand information on everything from market potential and 
population trends to foreign aid involvement and social and cultural land- 
marks. Each country chapter has a Databox giving essential vital statistics. 
And there is also a statistical round-up compiled against a master question- 
naire provided by Yearbook experts. 


HOW IT IS DONE... 

Published by the Far Eastern Economic Review, the Asia 1989 Yearbook is 
the result of thousands of manhours of work during the year. Every week, 
the Review's correspondents file on-the-spot reports from every major 


Asian capital and other areas of interest throughout the region. This leading 
team of writers, analysts, experts and research staff contribute (as they have 
regularly for 30 years) to keep the Asia 1989 Yearbook on top of events. To 
give you Asia minus the mystery, minus the myth. To give you Asia as only 
the Far Eastern Economic Review can. 


SOME OF THE FEATURES YOU'LL FIND . . . 


The Asia 1989 Yearbook offers completely revised chapters — covering 
another historic year in Asia, and analysing US involvement in the region 
and you will also find familiar chapters and features as well: a portrait of The 
Entire Region, The Power Game, Population & Food, Development 
Banks. Asian Finance, Asian Investment, Commodities, Energy, Aviation, 
Shipping, Fishing, Trade & Aid, the Pacific, Asian & Pacific Organisations, 
and much more. 


As in the past, the Asia 1989 Yearbook has an abundance of charts, tables 
and graphics to illustrate the material, including a full military profile of 
each regional country. 


The main body of the book contains chapters on 31 countries, ranging from 
Afghanistan to Japan, from China to New Zealand. 
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— Japan's major space-development agency, somewhat akin to the 
US space agency NASA — is also in the early stages of developing its 
own unmanned shuttle, known as the H-2 Orbiting Plane ( HOPE), 
which will be launched by the new rocket. 

As these developments progress, NASDA will also be taking its first 
steps towards a permanent manned presence in space. In February 
1991, the first Japanese astronaut will go into space aboard a US space 
shuttle. During the mission he will conduct materials-processing and 
science experiments in microgravity, the first of 34 planned for this 
and subsequent missions by Japanese astronauts. Similar experi- 
ments will be conducted on Japan's behalf by NASA payload 
specialists in 1991 and 1993, using the US space agency's Interna- 
tional Microgravity Laboratory. 

In addition, NASDA, the Institute of Space and Astronautical 
Science and the Ministry of Trade and Industry are also developing a 
re-usable space-flyer unit (SFU), which is basically an orbiting labora- 
tory. This is scheduled to be launched for the first time by the H-2 in 
early 1993 and retrieved by a US shuttle in the middle of the year for 
return to earth. 

All these activities are designed as a build-up to the development 
of experimental equipment and other technology in the major com- 
ponent of Japan's manned presence in space. This is the Japanese Ex- 
perimental Module (JEM), a per- 
manent laboratory for micrograv- 
ity experiments that will be oper- 
ated by Japanese astronauts after it 
is attached to Freedom, the US-in- 
ternational space station, in the 
late 1990s. In addition to the US 
and Japan, the European Space 
Agency and Canada will have 
modules attached to the space sta- 
tion, which is expected to be oper- 
ational for many years. 


s it is envisaged at present, 
A JEM will have three major 

components — a pres- 
surised module, an exposed plat- 
form and a detachable supply 
unit. The pressurised module, 
weighing 11.3 tonnes and 10 m 
long, will allow Japanese as- 
tronauts to conduct microgravity 
and life-sciences experiments in a 
shirt-sleeve environment, which 
will be maintained at one atmos- 
pheric pressure. The outer surface 
of the cylindrical unit will be covered by protective plates designed to 
absorb the impact of small meteorites, which might otherwise cause 
punctures. 

Attached to one end of the cylinder will be a platform exposed to 
space, which will also be used for microgravity experiments — espe- 
cially those involving materials or gases that could prove harmful to 
humans — as well as scientific observations of the earth and stars. 
The experiments will be placed on the tray and returned to the pres- 
surised module via an airlock, using a remote manipulator arm oper- 
ated by the astronauts from within the module. The platform will also 
contain communications equipment for two-way contact with earth. 

The removable storage unit, will contain completed experiments 
as well as those waiting to be done. It will be taken back to earth by the 
US shuttle, which will also bring up a new container to replace it. All 
the astronauts of differing nationalities using the space station will 
share living quarters being provided by the US. JEM will be launched 
in two stages by the US space shuttle for assembly in space. 

Last year, Japan, the ESA and Canada signed an agreement with 
the US governing the use of the space station after a period of tension 
resulting from the wishes of the Pentagon to have access to the station 
for military research. However, these differences were smoothed 





Japanese shuttle idea: space presence. 


over and the Japanese Diet (parliament) is now expected to ratify the 
agreement in June. The preliminary design work on JEM has already 
been completed, and once the agreement with the US receives par- 
liamentary approval, NASDA and its contractors will move on to the 
basic design stage. 

Once construction of JEM is completed, supplies will be sent up to 
it by the H-2 rocket. It will put payloads of up to 10 tonnes into low- 
earth orbit. These will be retrieved by a US orbital manoeuvring veh- 
icle (OMV) attached to the space station. This will rendezvous with the 
payload and take it to its final destination. The OMv is still being de- 
signed in the US. Use of the H-2 may not be limited solely to supply- 
ing the Japanese module, as NASA would like to use the rocket as well 
as Europe's Ariane 4 to put other supplies into orbit for retrieval to re- 
lieve pressure on the US shuttle fleet. 

NASDA’s own unmanned shuttle, HOPE, the other element 
involved in the initial build-up of Japan's space-transportation sys- 
tem, is still at the stage of concept design. As envisaged at present, 
it will weigh 10 tonnes and be capable of taking a 1 tonne payload 
to the space station. This will be increased by several tonnes as 
more powerful versions of the H-2 are developed. Wind-tunnel 
tests on an initial scale model of HOPE have already been carried 
out, but engineers are still studying various aspects of the design, 
, including that of the wings. 

They are also considering a 
variety of alternative systems to 
protect the shuttle from the sear- 
ing heat created by its re-entry into 
the atmosphere on its return to 
earth. Carbon material is likely to 
be used to cover the nose and the 
leading edge of the wings, which 
have to withstand the highest re- 
entry temperatures of around 
1,700°C. It is possible that the rest 
of the shuttle will be protected by 
some form of metal system, rather 
than the thousands of ceramictiles 
used by the US space shuttles. The 
target year for HOPE's maiden 
flight is now set for 1997. 

These step-by-step plans for 
establishing Japan at the forefront 
of developments in space appear 
eminently sensible on paper. But 
as is the case in both the US and 
Europe, Japan's space agencies 
fight a continual battle with 
bureaucrats and politicians for the 

funding necessary to bring their development plans to fruition. If it is 
to maintain its current programmes while continuing to develop the 
new systems, NASDA is going to need a sturdy infusion of extra 
money. “The problem is that the development side is very aggres- 
sive," says Masanori Nagatomo, director of the programme planning 
and development division at NASDA, "but the politicians are very con- 
servative." 

The estimated total cost of developing the components and sys- 
tems for JEM up to the time of launch is ¥300 billion (US$2.3 billion). 
But ground facilities are also needed to train the astronauts and simu- 
late assembly procedures. These would include a large water tank in 
which the astronauts could practise putting JEM together — as under- 
water conditions are the nearest available on earth to the weightless 
conditions experienced in space. A control centre is also required for 
use once JEM is in orbit. These facilities will double the space-station 
module costs to US$4.6 billion, but so far funding has still to be ap- 
proved. 

These problems are also compounded by the fact that NASA is 
fighting its own battles to get the space station into orbit. Estimated 
costs have soared from around US$14 billion to more than US$25 bil- 
lion. With the new US administration of President George Bush 


under pressure to reduce the US budget def- 
icit, it is possible plans for the space station 
may be further cutback or delayed. 

About ¥3 billion has been spent on con- 
cept design for HOPE, but total costs up to the 
time of the first test flight are expected to 
reach ¥300 billion. As is the case with JEM, a 
ground system, including a 3,000 m runway 
and an automatic landing system, will be re- 
quired. Funds for this, too, have still to be 
made available. _ 

More hopeful is the fact, that there is a 
growing appreciation among Japanese in- 
dustries that if the country is to maintain its 
grip on the frontiers of technology it cannot 
afford to be left out of developments in 
space. This has resulted in the big-business 
groups urging the government to support 
the development of a strong Japanese space 
infrastructure. Right now, nobody is certain that the promise of space 
will be translated into business profits, but the need to explore the 
possibilities is being recognised. 

In fact, Japan is already in the process of formulating its long-term 
space plans for the early years of the 21st century. This task is being 
undertaken by a committee of the Space Activities Commission (SAC) 
— which is responsible for setting the nation's space policies and re- 
ports directly to the prime minister. Its deliberations are based on a 
1987 SAC report suggesting how Japan should proceed in the post-JEM 
era. 
It is nothing if not ambitious, recommending a rapid build-up of 





Money in space 


So far, Japan’s growing space industries have concentrated on 
producing rockets, satellites and ground facilities, nearly all of 
which are based on foreign technology. In the financial year end- 
ing in March 1988, Japanese firms involved in the space business 
recorded sales worth ¥ 201.36 billion (US$1.56 billion), a 17.2% in- 
crease over the previous year. 

Of this total, satellites accounted for 38.3%, ground facilities 
30% and rockets 24.3%. The remainder was almost all distributed 
between software, data-processing analysis and research and de- 
velopment on space shuttles. Only 1.7% was taken up by space- 
utilisation equipment, though this is an area that holds the key to 
hopes for the commercialisation of space. 

The only nation with a permanent manned presence in space 
today is the Soviet Union, whose Mir space station continues to 
grow in size. But Japan, the US, Canada and Europe are about to 
spend billions of US dollars establishing the Freedom interna- 
tional space station to give them a presence to match that of the 
Soviet Union. All hope eventually to transform space into a new 
industrial frontier that will justify the enormous costs of establish- 
ing a space infrastructure. But right now, nobody can see clearly 
how this will happen. 

Earlier predictions, especially in the US, of profits worth bil- 
lions being derived from new space-based industrial processes by 
2000 are now clearly nonsense. In commercial terms, space re- 
mains a high-risk proposition and only those prepared to invest in 
it long-term are likely to reap rewards. 

Japan is approaching this problem in its normal pragmatic 
manner. As the Japanese module planned for the international 
space station is to be a microgravity laboratory, the Japan Space 
Utilisation Promotion Centre (JSUP) was created in 1986 at the gov- 
ernment's suggestion to explore the prospects of developing new 





Japanese launch: big new plans. 


è infrastructure that would give Japan a man- 
ned presence in space independent of the 
international space station. It envisages the 
creation of Japan's own space station, which 
ultimately would include a rotating section. 
In the international space station, Japanese 
and other astronauts will live in weightless 
conditions, which can cause physical de- 
terioration over prolonged periods. By im- 
parting spin to a segment of the Japanese 
space station, artificial gravity will be 
created, meaning that astronauts will ex- 
perience conditions similar to those on 
earth. 

Other elements in low-earth orbit in- 
clude a space factory, as well as a variety of 
manned and unmanned platforms and a Ja- 
panese space telescope. To transport Japan- 
ese astronauts to and from the station and 

platforms, a spaceplane or advanced shuttle will also have to be de- 

veloped. 

A wide array of Japanese communications, meteorological and 
data-relay satellites is also expected to be in geostationary orbit. To 
place them there, service them and retrieve them, orbital transfer 
vehicles will shuttle between their bases at the space stations and 
geostationary orbit. 

Which elements of these ambitious plans will be incorporated in 
official long-term policy will become clearer later this year — probably 
in the summer — when the findings of the SAC review are expected to 
be made public. a 





materials in space in coordination with Japanese industry. Its 
membership includes such heavyweight companies as Fujitsu, 
Mitsubishi, Hitachi and Toshiba, which pay for the centre’s run- 
ning costs. 

The task of the centre is to help in the devlopment of appro- 
priate microgravity technology and to pinpoint areas in which it 
can be used in liaison with NASDA, which is responsible for creat- 
ing JEM, and Japanese industry, which is expected to be the main 
user. This will involve considerable research and development, 
before JEM's launch, which is expected to take place in the late 
1990s. "We have no previous experience in this area," says 
Seiichiro Yokotsuka, the senior engineer with JSUP’s research and 
survey department, "and itis really expensive to develop this type 
of equipment." 

In the build-up to JEM's launch, Japan will carry out micrograv- 
ity experiments aboard US shuttles and its own unmanned orbit- 
ing space laboratory. It will also carry experiments on sounding 
rockets — that create brief periods of weightlessness on flights to 
the edge of the earth's atmosphere — which are being developed 
by NASDA. Theresults of these experiments will help define the re- 
quirements of JEM. 

So far the major impetus for promoting research into the utili- 
sation of space has come from the government, which sees a man- 
ned Japanese presence in space as an important component of 
Japan's growing role as a major power. Industry so far has been 
more hesitant, because the realm of space utilisation involves a 
costly leap in the dark. 

"Frankly speaking, there is still no evidence on how effective 
microgravity is for developing materials," says Yokotsuka. “There 
is no way we can say itis going to be a profitable area at this stage." 
Everyone hopes that the pre-JEM process will point Japanese in- 
dustries in the right direction. But Yokotsuka admits that ocas- 
sionally he is faced by the nightmare that when the Japanese 
space-station module is finally in place, it still will notbe clear how 
to use it. u Brian Jeffries 
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WIDER, MORE COMFORTABLE SEATS 
TO HELP THE CORPORATE BODY 
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Now there's a carefully designed 
business class where the seats 
are wider, with extra space between 
each one. 

Where seats with head and back 
support are made even more 
comfortable by foot- and leg-rests. 


Where these unique seats and a 





completely new environment combine 





Convenient 

5 recline and legrest 

controls. to create the finest business class 
in the skies. 
The New Marco Polo Business 
Class. Built to help the corporate 
_ Space-saving body arrive in better shape. 
aluminum mono spar and 
: ! "C" shaped leg. 
Z—- Arrive in better shape — 


dm CATHAY PACIFIC a 


Flying on two 
engines 


and a prayer 


n parallel with increasing experience in various parts of the world 
LS long-distance flights by twin-engined aircraft, most of the 

world's major aviation authorities are heading towards a further 
easing of restrictions which at present limit such trips to less than op- 
timum routes. 

The generally accepted present rule allows suitably qualified 

airlines with appropriately equip- 
ped aircraft to operate up to 120 min- 
utes flying time (at single-engin- 
ed speed) from the nearest suitable 
airport, with some operators per- 
mitted slightly more or less than this 
time. 
This rule, established in 1985, was it- 
self a relaxation of the previous restric- 
tions, which varied from the US Fed- 
eral Aviation Administration's 60 mi- 
nutes (with possible exemptions for 
75 minutes) to the International Civil 
Aviation Organisation's recommend- 
ed 90 minutes, set up in the 1950s and 
generally accepted by the rest of the 
world. 

The present rule has opened up 
some parts of the world to long over- ls 
water flights by two-enginedaircraftor B N EM 
"twins" — specifically Boeing 737s, o rias 
757s and 767s and Airbus A300s and 
A310s — equipped with extra electrical 
generators and fire-protection systems. Most notably, setting 
up routes in the Australia/New Zealand/South Pacific area with 
the 737s and 767s and over the North and South Atlantic Oceans 
with all except the 737s — the smallest of the twins — became 
far easier because they could be made more direct and hence more 
economic. 

The next stage, which many in the aviation industry expect to 
happen in the next few months, is likely to bean extension to 180 min- 
utes, which will open up virtually the entire Pacific Ocean area to 
twin-engined aircraft, as well as allowing even more direct routes to 
be operated by twins elsewhere. 

The economicaspects of such an easing in the Asian region are ap- 
pealing. Instead of having to operate four-engined Boeing 747s or 
three-engined DC10s — or in the next two years, MD11s — across the 
Pacific between major hubs to ensure filling the aircraft with enough 
passengers and/or cargo to make the route pay, a smaller aircraft can 
be run between other city-pairs and make money with a smaller 
payload. 

This use of twins would relieve air traffic and passenger conges- 
tion at major hubs by removing the need for many connecting flights, 
and would develop entirely new air travel markets, so the propon- 
ents argue. It would also allow airlines to build up frequencies in a 
more rational way — instead of jumping from one 747 a day to two, 
for instance, the second daily service could be started with a big twin, 
thus avoiding the problem of low load factors in the early days of the 





Boeing 767 roll-out: rule changes. 


The changes to the 60-minute rule have come about through vast- 
ly increased engine reliability over many years, achieved by ad- 
vances in technology. Engine inflight shutdown rates have been care- 
fully examined and their patterns analysed since the early 1980s, lead- 
ing to the belief that the probability of a twin suffering a failure of both 
engines during the cruise portion of a flight is so low as to be accept- 
able. 

This belief is far from universal, even within the aviation industry. 
The official term for these flights by twins is Extended Range Opera- 
tions, known as Erops. But the more cynical, or perhaps just more 
conservative, among airline men say that Erops really stands for En- 
gines Run Or Passengers Swim. 

A Boeing paper in 1985 extrapolated a non-restartable cruise shut- 
down rate for modern-technology engines of one in 250,000 flying 
hours, saying that the probability of having two engines fail from in- 
dependent causes would be about one in 40,000 years for a 200-air- 
craft fleet with each flying 2,500 hours a year. 

But the cynics reply that this extrapolation assumes a level of 
mechanical integrity and maintenance at least as high as that over the 
time of the survey — from 1984 — when the engines were relatively 
new, and that with the past few years' 
huge and continuing expansion of air- 
line fleets, shortages of trained staff will 
make engineering standards hard to 
keep up. 

They also point out that statistics are 
not absolute — the occasional gambler 
does manage to win large amounts 
from casinos. And even assuming one 
tragedy in 40,000 years, if fate decrees 
that it will happen tomorrow instead of 
later in that period, public and then po- 
litical reaction to a big-twin-turned- 
glider spearing into an ocean would be 
such that Erops might become a very 
dirty word. 

That these doubts are not confined 
to the non-technically minded is illus- 
trated by a comment from a senior man 
from one of the world's leading makers 
of aircraft engines. When asked some 
years ago why he always insisted on 
flying in four-engined aircraft, he re- 
plied: "Because there are no five-engined aircraft." 

Nevertheless, the Erops proponents' arguments are based on a 
mass of data accumulated over several years, which show that the 
vast majority of the relatively few problems which do occur with en- 
gines happen in the take-off and climb or approach and landing 
phases. During the Erops portion of a flight, the engines are in a 
more-or-less steady state in which the stresses are much reduced — a 
twin-engined aircraft must be overpowered for take-off to cope with a 
possible engine failure, so there is ample power for the cruise. 

Boeing began its Erops studies in 1980, before its 767 and 757 twins 
started being delivered to airlines. The starting point was that, be- 
cause the larger twins had been designed with big wings to improve 
aerodynamic efficiency, these aircraft have large fuel capacities and 
can fly at high altitudes, thus promoting fuel efficiency and the ability 
to fly long distances. 

New technology applied to both twins' internal systems was in- 
tended to increase their reliability over previous twins, which in any 
case had always been designed to have high reliability because they 
were expected to operate short flights several times a day. What was 
needed for Erops, therefore, were relatively minor (though not 
cheap) additions to give extra redundancy. 

Both types, in common with all modern large aircraft, already had 
auxiliary power units (APUs), which are small jet engines whose 
usual purpose is to provide electrical, hydraulic and pneumatic 
power for aircraft systems on the ground when the big engines are 
not running. One basic step was thus to ensure that APUs were cap- 
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show trends, for most people the ar- 
guments are more prosaic, and are 
both technical and emotional. 
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other generators failed. Yet an- 
other was enough fire-extinguisher 
capacity to be able to knock down 
and continue to suppress a cargo- 
compartment fire for the full length 
of a diversion to an alternate air- 
port. 

The natural caution of regulatory authorities was reassured by 
analyses of the twins’ reliability, plus the fact that various Pacific- 
based carriers and the US Air Force had been operating twins such as 
the BAC111, DC9 and 737 on long over-water routes since the early 
1970s. 

A Boeing summary of 767 Erops flights between May 1985 and 
December 1986 showed that, of 13,000 such trips, only 25 suffered 
faults which required special action under the Erops rules, and of 
those, only eight occured during the Erops portion ofthe flight — the 
long-distance cruise. This give a rate of 1.92 problems per 1,000 
flights, but only 0.62 Erops cruise problems per 1,000 flights. 

The 767 cumulative figures for May 1985 to December 1987 show a 
total of 67 problems in 32,000 flights, or 2.09 problems per 1,000 
flights. Of these, 12 occurred in the Erops cruise section, or 0.38 Erops 
cruise problems per 1,000 flights. 
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imple arithmetic shows that 1987's 19,000 Erops flights by 767s 

encountered 42 problems, or 2.21 problems per 1,000 flights, 

and that four occurred during the Erops cruise, or 0.21 Erops 
problems per 1,000 flights. One is thus left with the somewhat con- 
fusing impression that while overall reliability declined slightly dur- 
ing 1987, reliability during Erops cruise sections improved considera- 
bly during that year. 

Averaging 1987's figures over the full year, this would mean 52 
Erops flights a day by 767s, and that a problem was encountered 
every 8.7 days, while in the Erops cruise portion of flights problems 
occurred every 91.5 days. In practice, both periods would be shorter 
because Erops flights are increasing in i) 
number as new aircraft are delivered E) 
and new operators become qualified eres q 
for Erops by regulatory authorities. PM 
These special qualifications include 
meeting standards for Erops crew 
training, maintenance and minimum 
equipment. 

But all such figures, whether read 
positively or otherwise, are mislead- 
ing because engine and system relia- 
bility tends to improve with time, as 
both operators and manufacturers 
gain experience with Erops and add 
improvements to solve specific prob- 
lems encountered. Thus in reality, 
while the exposure to risk is increas- 
ing because of growing numbers of 
Erops operations, the level of that risk 
is decreasing because of greater ex- 
perience and technical improve- 
ments — asitis with all types, not just 
with twins. 

So while statisticians can have a 
field dav playing with the numbers to 





New jet engine: more is better. 








must sit there until the new parts, en- 
gine or personnel can be flown in to 
solve the problem. This means that 
the aircraft will be out of service for, 
often, more than a day, disrupting 
schedules and costing large amounts 
of money. 

Therefore, this logic runs, a three-engined or four-engined aircraft 
has a distinct advantage because it can be flown on the remaining en- 
gines, without passengers, back to base or to another suitable airport 
where action can be taken to return it to service more quickly. Against 
this, of course, is the argument that twins are cheaper to operate, and 
that they would be used on routes where traffic would not justify 
using a larger three- or four-engined aircraft. 

The emotional argument, which is also entirely factual, is that fail- 
ure of one engine on a four-engined aircraft represents the loss of 2576 
of power available, or 33.3% on a three-engined aircraft, vs 50% 
on a twin. The margin of safety is therefore less on a twin. Against 
this, a four-engined aircraft is self-evidently twice as exposed to en- 
gine problems as a twin. Also, twins have demonstrated greater relia- 
bility over time than their larger counterparts. 

Much is now being made of the 737-400 twin's crash in Britain in 
December, in which investigators are probing the possibility that the 
aircraft suffered a double engine failure. A telex issued by Boeing re- 
cently said that the aircraft suffered engine vibration problems and 
smoke in the cabin while climbing through 30,000 feet after take-off 
from London, and the crew first idled and then shut down the of- 
fending unit while heading for another airport which was clear of traf- 
fic. 

However, the telex said that while four miles away from East 
Midlands airport, a fire warning occurred with the remaining en- 
gine, and the aircraft was unable to reach the airport, resulting in 
44 people being killed in the ensuing crash. No trace of faulty 
wiring in the alarm circuitry was found. 


x IN 3 But while the jury is still out on 
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whether this was indeed a virtually 
unheard-of double engine failure for 
separate mechanical reasons, another 
technical problem or a crew mistake, 
it should be pointed out that the prob- 
lems occurred during the climb and 
the descent — and that there was no 
steady-state Erops portion of the 
flight. Also, the flight was not an 
Erops trip in any case. 

Thus, so far as Erops trips are con- 
cerned, this accident seems to have 
no relevance. Those airlines which 
are tentatively edging into big twins 
and Erops after years of operating 
larger types are making their deci- 
sions based on commercial argu- 
ments. The emotional arguments, 
which may offer marketing problems 
in the Pacific region as they initially 
did — and to some extent still do — 
for North Atlantic routes, have yet to 
be fully addressed. 

m Michael Westlake 


Hitachi's wide-ranging technol- 
ogies in communication (from 
left to right): optical fibres, image 
signal processor, advanced 
telephone exchange system, 
satellite communication, and 
machine translation system. 
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Communication is not simply sending 
a message. ..it is creating true understanding — 


swiftly, clearly and precisely. 


"| know he's trying to tell me something: 

but what does he really mean?” In our world 
of proliferating technologies and new termi- 
nology, this kind of question is asked a lot. 
Here is what we are doing about it. 


Hitachi's scientists' and technicians long- 
term goal is to break the language barrier. 
They are diligently at work today on an array 
of projects that will vastly improve the com- 
munications of tomorrow. 

For example, we've made tremendous 
progress on a system to translate Japanese 
into English. 

This system can be used to translate 
various scientific/technical papers and 
machinery/equipment manuals. Special 
“glossaries” can be developed to adapt it for 
fields as diverse as medicine, electronics and 
aeronautics. Further development could lead 
to automatic telephone translation or even 
portable verbal translators for travellers. 


In addition to the machine translation 
system, Hitachi's research specialists are also 
developing advanced transmission systems 
that send your phone calls or business data 
across great distances using hair-thin optical 
fibres and laser beams. They are also working 
on other new methods of communications, 
such as advanced telephone exchange 
systems, satellite communication systems, 
TV conferences, and so forth. At the root 
of much of this is our highly advanced 
computer technology. 


We link technology to human needs. We 
believe that Hitachi's advanced technologies 
will result in systems and products that are 
functionally sophisticated but easy to use. Our 
goal in communications — and transportation, 
energy and consumer electronics as well— 
is to build products and systems that will 
improve the quality of life the world around. 
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The big three 
strugele 
for dominance 





ith Asia’s economies continuing to develop at rates faster 
W the world average, the region’s airlines are setting 

themselves up to cope with what is expected to be a con- 
tinuing travel boom — though perhaps at lower growth rates than 
those of the past two years. 

Most major carriers in the area have already placed orders for new 
long-range aircraft to be delivered over the next four or five years, 
with the bulk of the orders so far going to the Boeing 747-400 for 
ultra-long-range flights either non-stop across the Pacific or to 
Europe. A smaller but growing number of orders has been placed 
for the MacDonnell Douglas MD11 tri- 
jet, of which a variety of models is emerg- 
ing. 

Lowest on the totem pole for new types 
of medium and long-haul aircraft is the 
European consortium Airbus Industrie 
with its A330/340 pair of models being de- 
veloped at the same time. It is no coinci- 
dence that the number of orders for each 
ranks in order of the time before each 
becomes available — the 747-400 this year, 
the MD11 next year and the A330/340 in 
1992-93. 

But behind the cheerful airline and 
manufacturers’ press releases announcing 
each new order lies a battle for dominance 
by each maker, a struggle which has been 
going on for several years but which is now 
reaching new levels of intensity and with 
ever-increasing economic and political 
ramifications. 

The waves of orders now threaten to overwhelm all three major 
manufacturers to varying degrees as sales are overtaking their ability 
to produce. And while all three are under tremendous pressure to 
speed up production, they in turn are putting pressure on their sub- 
contractors all over the world, who by and large produce the bulk of 
aircraft components which are then finally assembled into complete 
aircraft at the manufacturers’ plants. 

Thus while Boeing and MD are both sited in the US, a large 
amount of the components they use are made overseas, while a large 
proportion of Airbus’ components are made in the US. Specialist 
companies making, for instance, landing gears or engines, are feeling 
pressure from both at home and abroad, and can no longer use slack 
from one market to take up peak demand in another. 

But while all three major manufacturers have internationalised 
their sources in one way or another, and either themselves or, in the 
case of Airbus, via partners, committed themselves to developing 
manufacturing in developing countries, this growing internationali- 
sation of the industry as a whole does not diminish the national and 
local pressure on each to outdo the other. 

Hence political arguments rage about whether or not Boeing and 
MD in effect receive subsidies for civil aircraft through military con- 
tracts, or iat e Airbus — which does no military work, though its 
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other of foul play while in some respects standing on distinctly soggy 
if not actually shaky ground. 

Some of the threat of a trade war between Europe and the US may 
have receded for a while, given that the manufacturers’ rumblings of 
discontent have died down as their sales have increased and their 
production problems have demanded more attention. 

Boeing in particular seems to be choking on its own success. By 
December 1988 it had orders for 166 747-400s, 29 other models of the 
747, 187 757s, 105 767s and a staggering 575 orders for various models 
of the 737. And while some of these models, such as some of the 737s, 
the older models of 747 and the 757 and 767, represent mature aircraft 
on which the production learning curve is well advanced, moves 
such as upping the 737 production rate from 14 aircraft a month to 
17.5 will stretch still further the company's manpower resources, 
which have already shown signs of strain. 

The company is using a section of an old aircraft as a training 
ground for new technicians — new to Boeing, but who generally 
have worked for other aerospace companies and who therefore 
possess an already high level of production-line skills. This "hands- 
on" training is designed to check that new and current staff are main- 
taining at least adequate levels of competence, and is now promoted 
by the company as one answer — apart from trying to engender top- 
level performance by large notices and a general corporate commit- 
ment — to criticisms of poor quality control from the airline recipients 
of their products. 

These criticisms reached the public last 
year via various airlines, and while most 
were of a minor nature, the real message 
was twofold: first, that the amount of over- 
time required to push aircraft through the 
factory door on time was stretching the 
staff's ability to avoid mistakes and hence 
obviate costly reworking of various compo- 
nents. Secondly, that the large number of 
new staff hired over a short time was dilut- 
ing the overall level of skill to the point 
where supervisors were having difficulty 
stopping errors at source. 

Boeing has taken corrective action, 
including beefing up the inspectorate 
which signs off the myriad jobs on new air- 
craft, but some faults still creep through, 
such as the crossed wiring which was 
found by airlines in January on a few 757 
cargo-bay fire-warning systems which if 
uncorrected could have resulted in extinguishers being discharged in 
the wrong place. 

The picture, then, is of a company running at or even slightly 
beyond full stretch. Further problems, though of a more normal na- 
ture with a new type, have now turned up in the 747-400. Although 
this is nominally merely a further development of the venerable 747 
which has been around since 1969-70, it has an entirely new electrical 
system designed to facilitate operations by only two pilots, dispens- 
ing with the flight engineer's station in line with the industry trend. 
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aircraft, due to start this month, will now be delayed because 
of what seem to be problems occuring in the software which 
runs the aircraft's many systems. Those airlines, in Asia notably Sin- 
gapore Airlines and Hongkong’s Cathay Pacific Airways, which had 
expected to receive their first 747-400s in January and March respec- - 
tively, now face delays of several weeks at least, disrupting training, 
marketing and operating plans. 

When the 747-400 finally arrives in service, it will offer the air- 
lines more flexibility than its older brethren because engine and 
aerodynamic improvements will enable it to fly non-stop with a 
full load of more than 400 passengers and cargo between Asia 


and Europe or the US. The earlier 747-200 on those r routes does 
—— 


B ut Boeing has been telling customers that deliveries of the early 


acura d payiodd penáity because of seasonal headwinds. 

The prospects are, therefore, for more direct and so shorter long- 
haul flights, cutting out many mid-point stops and thus bringing 
lower operating costs — some of which benefit may eventually reach 
the passenger in the form of lower fares, or at least of fares which re- 
main at the same level for longer. 

At MD, the problems are not so drastic — yet. By December 1988, 
MD had an order backlog of 270 MD80 short-to-medium-range twin- 
engined aircraft and about 220 MD11s at its Douglas civil aircraft divi- 
sion. It had overcome labour problems which had been responsible 
for late deliveries of some MD80s, and while not so stretched as Boe- 
ing at present, it could face similar problems in trying to speed up pro- 
duction if the orders keep rolling in apace. 

The MD11 is being offered in several versions — the basic model, 
already on the production line, is a derivative of the familiar DC10, 
which despite its early chequered history is regarded as one of the 
most reliable airliners ever produced. By stretching the DC10 18 feet 
and adding winglets (as on the 747-400), among other aerodynamic 
improvements, plus revamping the electrical system to provide digi- 
tal electronics for a two-man crew, MD has created an aircraft which 
will take 321 passengers in two classes (against the DC10's 277) more 
than 7,000 nautical miles in still air, a range almost identical to that of 
the 747-400. 

By stretching the fuselage a further 35 feet, the MD11 Stretch will 
take 451 passengersin three class- 
es almost 5,500 nautical miles in 
still air — making ita DC100r747- 
200 replacement with more seats, 
a higher level of technology and 
one fewer engine than the 747, 
thus reducing operating costs. 

With the longer fuselage and a 
new wing, the MD11 Super- 
Stretch will carry 368 passengers 
in three classes more than 7,000 
nautical miles. Adding a 
“Panorama Deck” in what is 
otherwise the forward cargo hold 
provides another 91 economy or 
80 business class seats, though 
the range drops by about 800 
nautical miles. 

The basic MD 11 is due to fly in 
April, with the first delivery 
slated for April next year. A com- 
mitment to produce the MD11 Stretch was expected early this year, 
With deliveries probably starting in 1993, and the Super- Stretch will 
follow when enough airlines express interest. 


log of 38 widebody A300s, 52 A310s, 298 narrow-body A320s 

and orders for only 12 widebody A330s and 71 A340s. Both 
new models use the same wing, with the A340 having four engines 
and due to be available in 1992, and the A330 being another twin, to 
be available in 1993. 

Demand for the A320 has led Airbus to seek ways to open a sec- 
ond production line, either at Toulouse or elsewhere. Negotiations 
with US-based Lockheed, now out of the civil aircraft business, suc- 
ceeded only to the point of Airbus being able to "rent" some Lock- 
heed staff to boost its own factory's complement. But opening up a 
second line in the US is not yet out of the question. 

Talks with MD on cooperation in a hybrid MD11/A330 failed last 
year, but again, though MD says there is too much distance between 
their mutual objectives to create optimism, the door is not closed for 
other projects. 

The A340 will carry about 260 passengers more than 7,000 nautical 
miles, and is designed for smaller, non-hub markets which do not 
justify use of a 747. Airbus believes that increasing congestion will 
AE use of smaller airports, and that the A340 is the answer. 


irbus Industrie, at Toulouse, by December last year had a back- 
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The A330 is designed to take about 330 passengers up to 5,2008 
nautical miles, and is seen as a trijet replacement with more seats. Its» 
closest direct rival would be the smaller 767, and plans by Boeing to- 
stretch the 767 further to cover this segment of the market have been 
dropped — the aircraft would have been as long as a 747 and its new 
wing would have been both long and expensive to produce. Apart 
from cost, a major argument against this 767 variant was that it would 
be too big for parking bays at smaller regional airports. 

While the A300 and A310 have found a wide level of acceptance all 
overthe world, the process of breaking into Boeing, MD and formerly 
Lockheed territory has taken a long time. The success of the A320 so 
early in its life — it entered service last year — is taken by Airbus as 
strong affirmation of airlines' approval of its products. The upcoming 
A330 and A340 programmes are seen as symbols of the grouping's 
maturity, the completion of a family of aircraft to cover virtually every 
market requiring more than 150 seats. 

In view of this, itis not surprising that Boeing now seems to recog- 
nise that it had left the A330 niche uncovered, because the 767 is nota 
full wide-body. What is perhaps surprising is that in recent weeks it 
has been offering a full wide-body twin, possibly to be called the 777, 
to airlines considering the A330 and the MD11 Stretch as trijet re- 
placements. 

Given Boeing's present production commitments, and earlier of- 
fers of a “hunchbacked” 757 with half an upper- deck near the rear of 

: the fuselage, one is tempted to 
suspect that the 777 might be in- 
tended as an “A330-killer.” This 
would mean accepting the argu- 
ment that airlines might be pre- 
pared to delay A330 commit- 
ments long enough while exa- 
mining Boeing's proposals that 
Airbus might have to abandon 
the A330. 

Present indications are that 
Airbus is not too worried about 
the A330/340's slow sales to date. 
Time is on their side, in that air- 
port congestion is increasing in- 
exorably and constraints on 
short-to-medium-haul frequen- 
cies are inevitable at major hubs 
in various parts of the world, not 
least in Asia. Both types will be 
available well before much more 
terminal space or new runways will be available, and upping the size 
of regional aircraft is one answer to airport congestion as well as cop- 
ing with burgeoning traffic. 

If, on the other hand, Boeing — which has so far not publicly an- 
nounced the 777 — is serious about building the new type, itis strong 
enough to finance a new plant, or it could subcontract a production 
line elsewhere, or even take over or go into some form of partnership 
with a manufacturer not at present in the civil market. Its reputation 
has taken more of a beating in the media of late than in the airline in- 
dustry, and some airline men would rather wait for a manufacturer 
they have known and trusted for years instead of cutting a deal with 
someone else, however reputable. 

Naturally, airline men are hedging their bets as much as possible 
by buying options for production slots over the next few years. Up to 
established cut-off dates the deposits for these are refundable. 
Beyond those points, Boeing could find itself having to add those op- . 
tion prices into their discounts, which would mean buying its way 
into the market at a price which could become prohibitive over time. 

The only certainty in the airliner marketing game is how fast 
things change: salesmen watch each other all over the world and leap 
in with new presentations to confound their rivals' efforts of only 
days or even hours before. And if the public finds the changing pat- 
terns hard to follow, it may be some consolation that many airline 
men are having similar problems. 8 Michael Westlake 
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Worries over 
simulator 


he introduction of new ultra-long-range aircraft with only two 

I cockpit crew is coinciding with a turnaround in attitude to 

pilot recruitment and training. This in turn has been brought 

about by civil aviation's rapid expansion over the past two years and a 

consequent shortage of experienced pilots. But not everyone is con- 

vinced that the methods now being implemented can pump out the 

required number of people without lowering standards of perform- 
ance. 

Just as the airlines have undergone boom-and-bust cycles since 
the end of World War II because of economic recessions and oil-price 
crises, so too has the market for 
pilots. And the present airline 
boom has all but dried up the sup- 
ply of pilots with the level of ex- 
perience required by airlines 
operating wide-body jets. 

The post-World War II 
“bulge” of bomber, marine patrol 
and transport pilots leaving mili- 
tary service at a relatively young 
age but with many hours of ex- 
perience on long-range and/or 
four-engined aircraft was ab- 
sorbed in the explosion of airline 
growth which followed the cessa- 
tion of hostilities. 

Former military pilots have 
continued to be a major source 
of supply in various parts of 
the world until air forces have 
shrunk to the point at which 
they can afford to lose no more. Over the years, more and more 
air forces have been forced to improve conditions of service to 
retain their expensively trained aircrew, just as over the years 
higher airline salaries have continued to act as a magnet for these 
people. 

As military sources have been reduced, the airlines’ entry require- 
ments have been adapted to accept and retrain former fighter pilots, 
who while having little or no multi-engine experience at least have 
operated jets. But supplies have had to be augmented by pilots from 
purely civilian sources, and it is in this area that the cycles have been 
most marked. 

In the past, relatively few airlines have trained their own pilots 
from scratch, relying instead on attracting experienced first officers 
from other carriers. Reasons for switching companies could vary 
from dissatisfaction with the company or the local environment to 
realising that promotion to captain could be years away because of 
the large number of people ahead in the queue. 

Civilian flying training schools have been around for years, taking 
beginners through to the Commercial Pilot's Licence (CPL) and In- 
strument Rating level, the basic qualification required for airline fly- 
ing. They also take pilots with sufficient hours through to the Airline 
Transport Pilot's Licence (ATPL) in Britain, the Airline Transport 
Pilot's certificate in the US, or the equivalents elsewhere. 

For most people, this route to airline flying is too expensive with- 
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out some form of sponsorship, and some airlines have indeed offered 
financial assistance to carefully vetted individuals willing to commit 
themselves to a form of contract binding them to repayment of their 
training expenses over several years. 

The other route is that adopted by so-called “self-improvers” — 
people who gain the Private Pilot's Licence at their own expense, and 
who then slog away to gain instructors' licences and build up flying 
hours by teaching at local aero clubs. This method takes a long time 
and much determination, because the flying hours required before 
taking the CPL exam are far more (about 750 hours under the British 
system) than if the pilot has attended an approved, full-time flying 
traning school (about 250 hours in Britain). 

With the CPL, a pilot can be hired as a trainee first officer and can 
go on in time to command a small passenger aircraft. But for com- 
mand of a large aircraft, the ATPL is required. 

Ideally, as with all training, the path up the ladder towards and 
during airline flying experience is intended to be a series of incremen- 
tal steps, progressing from single-engined to twin-engined and then 
multi-engined aircraft of increasing weight and complexity in stages, 
and from being first officer to being captain after these and other basic 
tools of the trade have been acquired. 

The relative merits of the various methods of obtaining licences 
have long been debated. Some argue that the self-improvers' route is 
far from ideal because building up hours by flying single-engined 
club aircraft during strictly local 
flights is useless experience so far 
as airlines are concerned. Others 
say that the dedication needed by 
self-improvers who attain the CPL 
in this way is more than sufficient 
compensation, as they are un- 
likely to be found wanting in fur- 
ther training. 

In any case, after being ac- 
cepted by an airline operating a 
mixture of aircraft, a new pilot can 
expect to spend several weeks in 
ground school, learning about 
the smallest aircraft in the fleet. 
Classroom work and written 
exams will be followed by hours 
of training in the simulator, a 
ground-based representation of 
the aircraft's cockpit in which the 
pilot will be put through many 
repetitions of normal and abnormal routines until able to pass the 
simulator instructors' final checks. 
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only after the required training and exams have been satisfac- 

torily completed will the newcomer be allowed to sit in the 
right-hand seat as a junior first officer on passenger flights. But even 
following this, there will follow several years of "seasoning" for the 
junior pilot who, while highly qualified in flying's theoretical aspects 
and capable of handling the aircraft in dire emergencies, still needs to 
acquire judgment and day-to-day practical airline flying experience 
from more senior colleagues. 

Once fully qualified as a first officer, progress through the ranks 
and up to larger aircraftis more a matter of seniority than merit, in that 
seniority is the key to obtaining the chance to train for upcoming vac- 
ancies. But the point about the seasoning of young pilots is thatit gen- 
erally takes place under strict supervision in smaller aircraft on short 
routes, so that they build up their experience of flight planning, take- 
offs, approaches and landings in different conditions in a relatively 
short time. Thus, by the time they get their hands on a large aircraft, 
there should be no doubts about their ability to handle the aircraft and 
to plan their flights appropriately in virtually all situations. 

This ideal situation undergoes some distortions in the real world, 
because all training must be based on a minimum standard accept- 


O nly then will training on the real aircraft be permitted, and 


able to pass an exam and not all pilots have equal abilities in all facets 
of flying. Further, not all airlines have the "smallest through to 
largest" types in their fleet to provide small incremental steps in ex- 
perience. 

For this reason, many airlines — particularly those operating only 
wide-body aircraft — have relied on acquiring experienced pilots, 
leaving seasoning to others. But now even these airlines are being 
forced to train their own pilots from scratch, meaning that in some 
cases a new pilot's first airliner will be the Boeing 747. 

This situation is not entirely new — something very like it hap- 
pened in the 1960s, with good and bad results. The good part was 
that new pilots were far better trained for airline flying than their pre- 
decessors. The bad part was that in some cases the step up from a 
light twin-engined training aircraft was to a heavy four-engined air- 
liner without sufficient experience to prepare them for some day-to- 
day problems their seniors took for granted. 

Two accidents in Britain, in which all aboard were killed, were at- 
tributed in part to young first officers' inexperience: the crash of a Vic- 
kers Vanguard on the runway while landing in fog at London's 
Heathrow Airport, and that of a Hawker Siddeley Trident which stall- 
ed just after take-off from Heathrow. In the Vanguard accident, it 
was said at the inquiry that the first officer, who was flying the ap- 
proach — the third, following two attempts abandoned because of 
poor visibility — had been misled by the real aircraft's altimeter and 
rate-of-climb indicator respond- 
ing more slowly than those in the 
simulator in which he had been 
- trained. 

The Trident crash was more 
complex in a sense, because there 
were two recently qualified pilots 
in the cockpit with the captain — 
who forensic evidence indicated 
was having a heart attack during 
or just after the take-off. One of 
the younger pilots, the inquiry 
believed, had then retracted the 
wing's leading-edge slats far too 
soon, causing the aircraft to 
stall. 

Both tragedies led to rapid 
re-evaluations of training tech- 
niques and to ensuring that 
simulator responses matched 
more exactly those of the aircraft 
represented. In this sense, useful lessons were learned and applied 
so that precise repetitions became still less likely. Meanwhile, 
simulators have advanced to the point where in some cases training 
flights on realaircraft are no longer necessary, with night flights being 
visually almost entirely "real" in their appearance, and daytime 
flights catching up in fidelity as computer-processing techniques be- 
come further advanced. 
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ut new aircraft such as the Boeing 747-400 and McDonnell 
Douglas MD11 bring a new twist to training. Airlines operat- 
ing these types on long-haul routes will have a double crew of 
four pilots, so that two will remain on duty while two rest, with all on 
duty for take-off and landing. However, with current limitations on 
flying hours, each pilotis likely to have at most one take-off and land- 
ing a month, which is not enough to maintain proficiency. 

Adding to this problem is that foran airline operating only these or 
similar types, the pool of experienced first officers in Europe, Austra- 
lia, Canada and the US who are willing to foresake small airlines for 
large and growing carriers such as those in Asia is diminishing. Some 
are thus planning to take junior pilots straight from training schools, 
with CPLs already in hand and all ATPL theory subjects passed, and 
to put them aboard wide-body jets on long routes as second officers to 
handle only in-flight duties such as communications, fuel manage- 
ment and navigation. 
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Boeing 747 cockpit: training from scratch. 
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With, say, one such second officer aboard, there would thus be 
constant supervision by experienced colleagues — but the newcomer 
would have no take-offs and landings except for those in the 
simulator. For both experienced crew and newcomers, therefore, 
extra simulator time will become essential to remaining proficient, 
and in the next few years the market for "zero flight time" simulators 
is likely to boom. One British research group has put the 1988-95 
world civil market at 149 simulators for airliners plus a further 76 for 
business aircraft and helicopters, worth a total of US$1.58 billion, or 
an average of 28 simulators worth US$197 million a year. 

Simulators' realism is already hard to credit — it takes a ridein one 
to be convinced. Simulators are complete aircraft cockpits, correct in 
every detail, mounted on hydraulic rams and controlled by compu- 
ters. Complete flights or specific segments such as approaches and 
landings can be represented at any airport for which the data have 
been stored, and the feeling and noise at almost every stage of flight is 
uncannily real. 

Six degrees of freedom are now the baseline — pitch, roll and 
yaw, plus heave (vertical motion), sway (horizontal) and surge 
(forward and back). But, obviously, though combinations of these 
motions provide convincing cues to pilots "flying" the machines, 
there are limits — sustained accelerations are impossible, for 
instance, so that the sensation of extra "g" force being applied in 
atight turn fades away quickly, unlike real life. 

Also, while visual cues have 
come a long way, there is still a 
"Starwars" àrcade-game quality 
to most daylight simulator exer- 
cises, though colour-shading is 
improving and the range of view 
has been widened by using one 
large screen instead of separate 
units for each side of the cockpit. 

The original intention of 
simulators was to enable crews to 
learn to handle emergencies or 
other situations which were too 
dangerous to practise in the real 
aircraft, or which were impracti- 
cal because of weather or air 
traffic congestion. This is still 
part of the machines’ usefulness, 
but their range has been ex- 
tended to include much day-to- 
day routine, to the extent that 
windshear, fog and varying degrees of turbulence can be experi- 
enced. And apart from these basic items, problems encountered by 
crews in real flights can be programmed in, adding to the value of the 
machines as a teaching aid. 

Adding artificial smoke in the event of a simluated cabin fire is 
another touch which can be introduced as a useful experience, and as 
experienceis gained with a new aircrafttype, data covering more than 
just certification testing can be added to the machine's "knowledge" 
of how the aircraft will perform in everyday life. 

But there are many pilots who feel this is still not adequate to give 
new pilots the seasoning that several years of real flying provides. 
They worry that, no matter how real the simulator presentation 
might be, there is no substitute either for the adrenalin generated by 
real-life situations or for the step-by-step introduction of a new pilot to 
a real aircraft's or real airport's quirks. 

This ersatz quality of simulators is being reduced gradually, and 
there is no doubt that their use will intensify. While they are becom- 
ing more expensive to purchase, they still cost far less to buy and to 
operate than real aircraft, and can be used for many more hours a day. 
Theiruse therefore cuts training costs — and risks — by ahuge factor. 
Eventually — but no one is yet predicting when — arguments about 
the merits or otherwise of using simulators as a short cut to experi- 
ence are likely to come down to the level of whether one prefers 
natural or processed sugar. a Michael Westlake 
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Taiwan International Securities 
Corporation has been established 
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SULIiENCE 1 


Japanese plan 
exploration of 
moon, Venus 


| n 1986, when Halley’s comet returned to the vicinity of earth and 
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swung around the sun for the first time in 76 years, two Japanese 

satellites were among a small armada of spacecraft sent to investi- 
gate it. They were both launched by the Institute of Space and As- 
tronautical Science (ISAS) from Kagoshima and the event marked the 
birth of what the institute hopes will be a continuing programme of 
exploration of planets and other bodies in our solar system by un- 
manned spacecraft. 

Three major missions of this nature are being devised and if they 
receive the required funding will all take place between 1995-98. They 
involve explorations of Venus and the moon as well as a rendezvous 
with a comet and the return to earth for analysis of dust samples from 
it. The exact dates and sequence of the missions have still to be de- 
cided. 

That to Venus — about 64 million km from earth and the second 
planet out from the sun — is designed to put a satellite into orbit for 
about one year and drop a balloon probe down into the atmosphere. 
The earth and Venus are very similar in size and mass, but have de- 
veloped in totally different ways and part of the purpose of the mis- 
sion is designed to throw light on why this is the case. 

Earlier unmanned missions to the planet by the Soviet Union and 





US-Japan flying laboratory; Japanese astronauts: big plans for space research. 


the US established that the surface temperature is a hellish 475°C and 
that the atmosphere is composed largely of carbon dioxide, with 
clouds containing sulphuric acid. The orbiting satellite will carry in- 
struments designed to study the interaction between the solar wind 
— the continuous stream of atomic particles that flow outward from 
the sun at about 600 km a second — and the Venusian atmosphere. 
Unlike earth, Venus does not have a magnetic field to deflect the 
solar wind from the atmosphere. As a result, the particles are continu- 
ously removing outer layers of the atmosphere, pushing them into 
space so that the planet has a tail arching away from the sun, much 
like those of comets. Planetary scientists are still uncertain how this 
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sphere. ISAS is also working on the design of a stainless steel (to with 
stand the high temperatures) balloon to be ejected into the atmo- 
sphere from the satellite. It will carry instruments to monitor the 
atmosphere's movements and further study its composition. 

The institute is also developing two possible options for unman- 
ned lunar missions. The first would involve putting a satellite into 
orbit around the moon. Once there, it would fire three small rockets 
on to the surface — one of which would hit the nearside of the moon, 
another the far side and the third a polar area. The rockets would 
hit the surface at 300 m a second, so burying their noses 2 m 
in the ground. Test models fired on earth have confirmed that the 
design is sturdy enough to withstand the shock of impact while 
preserving remote sensing instruments they contain in working 
order. 

The rockets will carry instruments to record lunar quakes as well 
as heat-flow measuring devices. The data, gathered over the course 
of a year, will be relayed back to the orbiting satellite, which in turn 
will pass it on to ISAS scientists back on earth. 

The purpose of the mission is to attempt to establish the size and 
nature of the moon's core, which at present are unknown. This, in 
turn, should enable scientists to create a clearer picture of how the 
earth's only satellite was formed. There are at present two basic 
theories on the origins of the moon. The first is that it was formed 
from a flattened, rotating disc of interstellar material surrounding the 
sun when its nuclear fires first ignited about five billion years ago. The 
earth and other planets are thought to have been formed from this 
disc. 

If the moon also emerged as a result of the same process, scientists 
expect it to have a core with a similar composition to that of earth, but 
only about a quarter of its size, or 500 km across. If the core is found to 
be smaller than this, it would point to a second theory, which is that 
the moon was formed from material ejected into space from the 
earth's mantle shortly after its birth, when it had a far higher rate of ro- 
tation. 

The second possible lunar mission would involve putting two 
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spacecraft into polar orbits to investigate the surface and mineral 
composition of the moon, as well as the magnetic properties of its 
rocks. This will be done by spectrometers taking measurements of 
visible, infra-red and X-ray radiation, as well as the use of mag- 
netometers. If the mission goes ahead, it will provide information for 
the first time on the moon's polar regions. The polar orbits will 
allow the satellites to investigate other regions of the moon as 
well. 

The other mission being devised by ISAS involves sending a 
spacecraft to intercept a comet as it nears earth on its journey round 
the sun from the outer reaches of the solar system. The plan is to catch 
dust from the comet's tail in a container and return it to earth for 
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analysis. This has never been done before and the dust-catching 
"technology and techniques necessary to achieve it are still being de- 
veloped. 

The spacecraft would have to match the orbital velocity of the 
comet within about 10 km a second as it passes through the comet's 
tail, sweeping up cometary dust as it goes. If the spacecraft goes any 
faster than this, the dust would vapourise on contact with the dust 
catcher. The dust catcher is to be made of soft material, which will 
slow down the particles of matter streaming away from the comet as 
smoothly as possible, before storing them. r 

Comets, which are normally composed of ice and solid particles of 
matter, develop tails as they near the sun. The heat begins to melt the 
ice and the tail is formed in the direction away from the sun by the 
force of the solar wind. 

Once the dust has been captured, the spacecraft will return to a 
low earth orbit. Here, it will be intercepted by a still-to-be developed 
US orbiting manoeuvring vehicle and placed aboard a US space shut- 
tle for return to earth. The entire project would take about four years 
to complete, and ISAS considers it the least likely of the planned 





SPACE SCIENCE 2 


Satellite just 
in time for 
asupernova 


rom the headquarters of the Institute of Space and Astronauti- 

cal Science (ISAS), in the Tokyo suburb of Sagamihara, Japanese 

scientists are probing some of the deepest mysteries of the uni- 
verse. Using information relayed back to them from a Japanese satel- 
lite following a circular orbit 500 km above the earth, they are attempt- 
ing to unravel the secrets of such exotic and little understood cosmic 
bodies as black holes, supernovas and neutron stars. 

The information they receive is supplied by the ISAS X-ray as- 
tronomy satellite, Ginga (also known as Astro-C), which was 
launched into space two years ago, when it received a totally unfore- 
seen baptism by fire. It was still undergoing initial operational tests 18 
days later, when a major event in the history of astronomy occurred. 

Somewhere in the Large Magellanic Cloud — a satellite galaxy of 
ourown Milky Way, some 170,000 light years from earth — a star had 
died in a massive explosion that gave it the brightness of a 100 million 
stars. And its death throes were clearly visible in the southern hemi- 
sphere's night sky. (A light year is the distance travelled by light in one 
year, which meant astronomers were witnessing an event from 
170,000 years in the past.) 

“This was a very, very important event in the history of as- 
tronomy," says Prof. Yasuro Tanaka, the research director of ISAS. 
“When [German astronomer] Johannes Kepler recorded the last 
supernova visible in the night sky [in 1604], he could observe it only 
with the naked eye at a time before telescopes were invented. So this 
was the first time since then that astronomers [using modern technol- 
ogy] have had the opportunity to observe a supernovain a wide band 
of wavelengths." 

Observatories on earth were able to watch the supernova, which 
was named 1987A, at the wavelength of visible light. But the Ginga 
satellite was the only one available anywhere that was capable of re- 
cording its X-ray emissions. X-rays are blocked off from ground- 
based observatories by the earth's atmosphere and because of this X- 
ray astronomy has come into its own only since the dawn of the space 
aee Itis now one of the most important areas of astronomy. 





missions to go ahead because of the technical problems involved. 

Scientists are interested in the composition of comets because they 
believe they may have been formed from the disc of matter which 
condensed into the planets. If so, they will provide further informa- 
tion on the origins of the solar system. It may be, however, that 
analysis of the dust particles will prove — at least in the case of the in- 
tercepted comet — that it is a visitor from beyond the solar system. If 
thatis the case, it will provide new insights into the composition of in- 
terstellar matter and prove for the first time that cometary formation 
— and so almost certainly planetary formation — is not confined to 
our own solar system. 

If any of the missions are to go ahead, ISAS will first have to have 
access to a more powerful rocket than those it has so far developed. Its 
most powerful existing launch vehicle, the M-3S2, a three-stage roc- 
ket using solid propellant, is not powerful enough to send satellites to 
the moon or on deep-space missions. It hopes to receive funding 
shortly to develop a more powerful version of its existing family of 
rockets. But if this is not forthcoming, it may instead have to use 
NASA's H-2. u Brian Jeffries 


The supernova caused a sensation among astronomers and ob- 
servatories on earth cut back on their normal programmes to train 
theirinstruments onit. It also put intense pressure on ISAS scientists to 


.get Ginga observing as soon as possible. "It was a time of panic," re- 


calls Tanaka. “Ginga was launched on 5 February 1987 and the super- 
nova went off on 23 February. The satellite was still in its test period, 
but we speeded up the process and were able to start observations by 


25 February." The observatory has been monitoring 1987A and other — 


exotic phenomena in the universe ever since. 
Ginga is the third X-ray satellite to be launched by ISAS — Japan's 
national inter-university space research institute devoted to scientific 
exploration, which comes under the Ministry of Education. The satel- 
lite’s X-ray detectors were devised mainly in cooperation with British 
scientists, but assistance was also received from experts in the field in 
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Astro-C satellite test: unravelling secrets. 


the US. But its design, launch and tracking utilise 100% Japanese 
technology. In addition to Britain, the US space agency NASA and 
the European Space Agency are all being allotted observation time on 
the satellite. 

Operating the satellite is acomplex process. The number of obser- 
vational slots available is limited to about 100. There are far more re- 
quests than time available, and first these have to be sifted to decide 
which will be allowed to go ahead. Once the observational program- 
me has been agreed, ISAS scientists then have to compile a different 
set of commands for each one. These are then radioed to the satellite 
at the appropriate time so it can lock on to the chosen target. 

Ground control is in contact with the satellite only five times a day 
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for about 10 minutes, and these periods must also be used for re- 
trieving information that has already been gathered. When the 


Although Ginga has yet to detect the neutron star believed to exist 
at the core of 1987A, it has detected several others emitting X-rays inë 


satellite is out of touch with the ISAS tracking station at Uchinoura- 
cho in Kagoshima prefecture (from where it was launched) it auto- 
matically stores information being gathered from its observa- 
tions. 

Once the observational data has been retrieved, it is sent by tele- 
phone lines to the ISAs headquarters, where it is stored in the memory 
banks of the institute’s central computer. The data then has to go 
through a complex “cleaning-up” process before it can be passed on 
to space scientists for appropriate analysis. 


entists and technicians. At any one time a minimum of five 

people are required to operate the satellite. Three of them are 
duty scientists who workat ISAS headquarters, while two others are at 
the Kagoshima tracking station. Because of budgetary restrictions, 
the ISAS Ginga-team members have to be flexible about their roles. 
“We have to be able to do everything — tracking, controlling and data 
analysis,” says Tanaka. “The alternative [of specialisation] would be 
too luxurious.” 

This discipline, however, is bringing its own scientific rewards. 
Analysis of the X-ray data gathered by Ginga from its observations of 
the supernova is raising new questions about the processes involved 
in the violent deaths of stars. 

According to current theory, a supernova occurs at the end of the 
life cycle of stars with masses two to three ` 
times those of our own sun. As a star of this 
type exhausts the nuclear fuel in its core, the 
core collapses under the weight of matter sur- 
rounding it. The outer layers fall in on the col- 
lapsed core, and in the process are so severely 
heated they explode outwards, spewing stel- 
lar debris into space at 36 million mph. 

During the explosion, temperatures reach 
billions of degrees, cooking up elements such 
as platinum and silicon, which rapidly spread 
outwards through vast regions of space. It is 
from the dust and gas remnants resulting 
from supernovas, that new stars and planets 
— like our own solar system — are believed to 
be born. 

The central core of the star also undergoes 
a violent metamorphosis. According to 
theory, it is compressed to immense density 
to form a neutron star, and all supernovas are 
believed to give birth to them. Neutron stars 
are thought to be about 10 km in radius, with 
extremely rapid rotations. A teaspoon full would weigh millions of 
tonnes. As far as 1987A is concerned, says Tanaka, "we have still not 
detected the neutron star, but are extremely hopeful of doing so." 
(Since, astronomers at the Inter-American Observatory in Chile have 
detected what they believe is a rapidly spinning neutron star at the 
heart of the supernova.) 

Ginga, however, is constantly monitoring the X-ray emissions 
from the supernova, and they have caused some surprises. The first 
ones reached earth in July 1987, six months after the arrival of light 
waves, but six months earlier than predicted by existing supernova 
theories. “Theory predicted that in a supernova explosion, the X-rays 
would be produced near the centre of the dying star," says Tanaka. 
“The fact that they arrived earlier than expected, means that super- 
nova theories will have to be revised." 

This may well indicate that the X-rays were generated near the 
surface of the supernova, rather than at the core, he says. But ISAS sci- 
entists are also puzzled by the fact that Ginga is continuing to detect 
X-ray emissions, though of declining intensity, two years after the 
supernova. In theory, they should have died out by now. It is possi- 
ble, hesays, thatthe X-rays being observed are being produced by the 
neutron star rather than the remnants of the supernova. 


T his entire operation is carried out by a hardcore of 30 ISAS sci- 
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our own Milky Way galaxy. Before it was launched, other observa- 
tions had detected 30 such stars. Ginga has increased the total to 35. 
Whether this represents the total number in the galaxy — many pre- 
sumably remnants of earlier supernovas — is not, however, clear. 
Neutron stars have the puzzling habit of "switching" themselves on 
and off, so that at any one time it is difficult to be certain how many 
exist. 

During its observations, Ginga has also detected powerful X-ray 
sources pulsing from the hearts of galaxies far beyond the Milky Way 
and the Large Magellanic Cloud. Tanaka and his colleagues believe 
they could be the calling cards of black holes — the most exotic and 
mysterious theoretical objects believed to exist in the universe. 

When stars larger than those thought to produce neutron stars 
reach the end of their lives, they are believed to produce black holes. 
In theory, the matter of these stars is compressed to points of infinite 
density, known as singularities. Their gravitational fields are so in- 
tense, that no material object, light or signal can escape. This means 
they cannot be seen, but detected only by events in their vicinity. AII 
material in the vicinity of a black hole is sucked into it, in the process 
becoming so hot that it generates X-rays. 

The X-rays detected by Ginga at the hearts of these galaxies are 
coming from very small areas, and ISAS scientists suspect that only 
something like a black hole would be capable of creating them. “It is 
easy to say that a black hole can produce such phenomena," says 
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Checking a satellite: important discoveries. 


Tanaka, “but it is difficult to say that nothing else can. But we can say 
that we now have many new black hole candidates." 

Not surprisingly, ISAS is elated by the discoveries that Ginga is 
making as well as the smooth manner in which its technology has 
functioned. "The quality of data is better than ever before," says 
Tanaka. "This has notonly been a great success scientifically, but also 
a success for our international relationships." 

Ginga’s life is still far from over, however, and it appears certain 
that new surprises will be in store before it ceases to operate in about 
four years from now. Although it is 500 km above the earth, Ginga is 
not high enough to be totally beyond the reach of the earth's atmo- 
sphere. Even at that height, traces are still to be found and will gradu- 
ally erode its orbit, until it falls back to earth, burning up in the pro- 
cess. 

Even after its death, however, it will be many years before the im- 
plications of the new information it has gathered are fully analysed by 
scientists, as they add to humanity's understanding of the nature of 
the universe. Andas this process continues, ISAS will be obtaining yet 
more information from its Astro-D X-ray astronomy satellite, which 
is scheduled to be launched in February 1993 as Ginga's successor. 

B Brian Jeffries 
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A GENTLE, CARING STORY 


Cause For Celebration 


It's your birthday. Many happy returns of the day! And 
allow us to make an occasion of it. When you fly 
Pakistan International, you'll find that our gentle, caring 
story is made up of happy moments. For each passenger, 
on every flight. 
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An NEC computer system brings the utmost in efficiency 
to Mackoy Memorial Hospital in Taipei, Taiwan. 


— SL CLITA 


Behind NEC's C8C concept — the Integration of computers and communications — 
you'll find a dynamic contribution to all aspects of business and personal life around 
the world. At Mackay Memorial Hospital in Taipei, for example, NEC's System 450 
mainframe computer and network terminals bring greater efficiency to patient 
service, from registration to prescription to billing. It’s a system made possible by 
NEC's close partnership with customers in developing solutions that match our C8C 
capabilities with the needs and desires of people everywhere. 
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High-quality NEC colour televisions for the Thai market 
are manufactured locally at Siam NEC, Thailand. 


NEC's commitment is to one world through C&C. But this means more than providing 
advanced C&C products. It means manufacturing products in local markets to meet 
local needs. In Asia, NEC's growing involvement includes production facilities for 
home electronics, electron devices, and communications systems; computer market- 
ing and software development offices, and a responsive sales and service network. 
All of which confirm NEC's commitment to bringing our business as close as possible 
to our customers, and to providing better products and service around the world. 





CINEMA 


Director's debut breaks new ground but not audiences’ habit 





Indones 


By Michael Vatikiotis in Jakarta 





decade in Europe, the greater part 
of it spent at a film school in Lon- 
don, has left the most promising of 
Indonesia’s directors, Eros Djarot, 
polished and confident, if a little uncertain 
about whatis artistically possible and what is 
politically or commercially difficult. 

He has an office in the heart of Pondok 
Indah (“beautiful place”), Jakarta’s answer to 
Beverly Hills. The home of Jakarta’s rich and 
beautiful people, palm-fringed Pondok 
Indah is a quantum leap away from the city’s 
crowded kapungs; its high-walled marble 
mansions were recently criticised by the in- 
terior minister for resembling the White 
House in style and grandeur. 

From a first-floor office in a slick new 
shopping mall, Djarot says he intends to 
make films that “open a dialogue” with the 
Indonesian people. Djarot's first film, Tjoet 
Nia Dhien, swept most of the awards at this 
year’s Indonesian Film Festival. If the critics 
are right, the film could also win acclaim 
overseas. There are plans to enter it in this 
years Cannes Festival, and the colonial 
theme virtually assures it popularity after a 
planned release in Holland. By any stand- 
ards, Tjoet Nia Dhien marks a new era in In- 
donesian film production. 

If Tjoet Nia Dhien breaks new ground as a 
serious art film, Peluru dan Wanita (Bullets and 
Women) is the country's first major co-pro- 
duction with Hollywood. This seeks to give 
Jakarta filmgoers a chance to savour the latest 
in Hollywood's armoury of special effects, 





while aspiring to draw American audiences . 


to an exotic location for yet more gratuitous 
violence. 

Both these films are, in their way, depar- 
tures. For one thing, they were made on 
budgets way above the average here. Peluru 
dan Wanita, produced in association with Los 
Angeles-based Troma Productions, cost 
US$1.5 million. Tjoet Nia Dhien was shot on 
location in Aceh using local villagers as extras 
forunder US$800,000. The average budget of 
local productions ranges between US$90,000 
and US$150,000. Ironically, for all the extra 
cost, neither film looks like being a box-office 
success in Indonesia. 

The two films share a common purpose, 
despite their obvious differences. "My main 
objective is to introduce Indonesian films to 
the world," says Raam Punjabi, whose Par- 
kit Film company was the Indonesian co- 
producer of Peluru dan Wanita. (The film will 


be given the tamer title of Jakarta when it is 
shown overseas.) Parkit Film has been mar- 
keting Indonesian-made films abroad since 
1982 — including a number of low-budget 
co-productions with sassy titles like Ferocious 
Female Freedom Fighters — The Final Frantic 
Feminine Fury, and Jungle Virgin Force. 

“They were mostly bought as fillers,” 
Punjabi says. "Butatleastit represents some- 
thing of an international market for Indone- 
sian films." 

Outside interest in Indonesian films is 
growing. This year alone, five films will be 
exhibited abroad. The sale of Teguh Karya's 
Mementos in 1985 to Dutch television and his 
Ibunda to Australia's Channel 28 last year was 
seen as a major boost of confidence for an in- 
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‘Bullets and women": violence. 


dustry that is as yet unsure of itself, or of 
what it should be doing. 

“There are two kinds of film in In- 
donesia," declares leading film director and 
dramatist Karya. “One is made by author 
film-makers, the other by genre film-mak- 
ers." As elsewhere in Asia, the industry is 
swamped by the latter: cheaply made popu- 
lar films, most drawing on traditional 
slapstick comedy, excessively sloppy ro- 
mance, or escapist themes that draw cinema- 
goers out of their own humdrum existence. 
Jakarta filmgoers are currently flocking to see 
Catatan Si Boy, the adventures of a pair of 
rich kids with money to burn and associated 


ian film fare 


hang-ups to air over mobile telephones at the 
wheels of their fast, imported cars. 

There is also a strong tradition of more 
serious film-making, employing history as a 
medium to comment on contemporary so- 
cial and political conditions. Karya sees this 
as reflecting the bewildering diversity of cul- 
tures in Indonesia that "mostly express 
things indirectly." But there is another 
source for this tradition. 

The genesis of Indonesia's film industry 
shortly after the turbulent years of anti-colo- 
nial struggle in the 1940s meant that there 
was a wealth of material for writers and di- 
rectors. The result was a crop of films brim- 
ming with the lofty ideals of the new nation. 
Typical of the period was veteran director 
Usmar Ismail's Darah Dan Doah (The Long 
March), which was made in 1950. As one 
commentator later said, these  ultra- 
nationalistic films "failed to reach the upper 
and middle classes and bored the lower 
classes." 

The result is that Indonesian film-makers 
have since faced stiff competition from im- 
ported films. Indian, Chinese and American 
films are all popular among Indonesia's 
heterogeneous cinema audiences. The 
quotas set by the government are high: 180 
foreign films a year (recently reduced by 10), 
as against an average output of between 50 
and 60 domestically made films (though 1988 
was a good year for the national film scene, 
producing 82 titles). 


gainst this it mustbe said that the In- 
donesian market is enormous: a po- 
tential audience of 150 million out of 
the country's 175.6 million popula- 
tion can choose from almost 2,500 cinemas. 
But what kind of film do Indonesians want to 
see? Judging by the predominance of im- 
ported films, Western fare seems to be top of 
the list. This “Rambo-led cinema sub-cul- 
ture" is rejected by author and playwright 
Arifin C. Noer, who argues that neither 
strictly Western themes nor traditional cul- 
ture “fit the reality of life in Indonesia today." 
Yet many Indonesian films revolve 
around historical themes which may also be 
of little relevance to contemporary In- 
donesia. However, Karya and Djarot insist 
that their films are not simply archives in mo- 
tion. “The interaction between Dutch and In- 
donesians I portray in my film November 1828 
is relevant also to the way people interact in 
Indonesia today,” says Karya. 
Karya denies that he and his colleagues 


have to mask their comments on con- 
temporary society behind history. In 
his 1985 film Bitter Coffee, a young 
urban immigrant is portrayed facing 
the challenges of modern life: “It 
shows the lack of communication in 
this country: the rich don't talk to the 
poor; the poor don't dare talk to the 
rich," says Karya. 

Yet, the governmenthasinthe past 
demonstrated its concern over the 
way history is presented. The ban im- 
posed, though eventually lifted, on 
the Dutch-Indonesian co-production 
of Max Havelaar is one example. How- 
ever, Salim Said, film critic and pro- 
moter of films for the department of 
information, says he is confident that no In- 
donesian-made film will be banned by the 
government. “If the censor doesn’t like a 
film, he tries to negotiate changes,” he says. 

“Directors like to say they can make what- 
ever film they want, butin reality they are re- 
stricted,” said one source closely involved in 
film production. Films about communism, 
direct comments on the contemporary politi- 
cal scene, and the portrayal of the police or 





Christine Hakim as Tjoet Nia Dhien. 


are simply not tolerated. Some critics were 
surprised that the government approved 
Asrul Sani's 1987 screenplay for Nagabonar, 
which tells the story of a petty thief who be- 
comes an officer in the nascent Indone- 
sian army during the struggle against the 
Dutch. 

There is just one film, made by the state 
film company, about the 1965 abortive coup 
attempt. Another state-backed film about 


New Order is in the final stages of 
production. 

A new independent film, Gema 
Kampus '66 ( Echoes of Campus '66) by 
Sani, is the first to use a controversial 
modern historical theme as a back- 
drop. But, as the title suggests, the 
events of 1966 are only echoed in the 
film, which concentrates instead on 
the lives of two student activists from 
that turbulent period and how they 
are faring 20 years on in the 1980s. 

Indonesians are fond of defending 
the degree of self-censorship they im- 
pose on themselves in the media, say- 
ing either that the country is not 
ready, or that such a diverse society 
cannot tolerate direct criticism in certain 
areas. Often this sounds patronising, as it as- 
sumes the population is incapable of being 
discerning. Experience has shown, how- 
ever, that cinema audiences know what they 
like, and that this, rather than what directors 
want to say, is what ultimately determines 
how films are made. For the moment, In- 
donesian audiences have made it clear that 
they do not want anything more than to be 
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military as well as civil officials in a bad light, 





Woman warrior 


Waves of excitement rushed through the selected audience when 
Tjoet Nia Dhien was shown in Jakarta recently. When it ended, the 
applause was thunderous. The audience's response was not sur- 
prising; Tjoet Nia Dhien is a big movie abouta big event, the story of 
Achenese resistance against the Dutch invasion of their country. 
The eponymous heroine Tjoet Nia Dhien, a famous figure in In- 
donesian history, took up the flag of war against the invading 
Dutch troops after her husband Teuku Umar, one of the most il- 
lustrious of the Achenese warlords, was killed in a Dutch ambush. 

The director has taken artistic liberties with history for the sake 
of a tight war story, which is not only about a war pitting the 
Achenese against the Dutch, but is also about a battle of wills be- 
tween the strong woman warrior and her own followers, some of 
whom became weary of war and death. The film also portrays the 
tension between the longing for peace and normalcy on the one 
hand, and on the other the role that rivalry and intrigue among the 
Achenese leaders played in the continued fighting. 

When the Dutch launched their invasion of Aceh in the 1870s, 
they were not aware of how deeply Islam was rooted in Achenese 
culture. They thought they could play the Achenese leaders 
against one another, as they had successfully done in many other 
parts of Indonesia. Although there were rivalries among the 
Achenese princes for power and territory, and though a few of 
them made their peace with the Dutch, the sultan and many other 
nobles buried their differences and bitterly fought the Dutch. 
Begun in 1873, the war flared up intermittently throughout the 
years leading up to the end of Dutch rule after World War II. 

Over the years, individual Achenese would occasionally run 
amok, attacking and killing individual Dutch men. The last seri- 
ous Achenese uprising occurred in 1926-28. The Achenese 
never really reconciled themselves to Dutch rule, which they re- 
garded as rule by Christians over Muslims — something Muslims 


the student movement that ushered in the 


entertained. 


should resist, if necessary at the cost of their own lives. Did God 
not promise paradise to those Muslims who died in a great jihad 
or holy war? 

The opening scenes of the movie, in which Dutch and 
Achenese troops move into battle, are reminiscent of sequences in 
the samurai epics made by the great Japanese director Kurosawa. 
Apart from a few lapses, Djarot has kept a tight directorial rein on 
the cinematography and the acting. The music, arranged by musi- 
cian Idris Sardi, is impressive. Christine Hakim as Tjoet Nia Dhien 
has given her all to the role. Pietrajaya Burnama, playing the war 
chief Pan La'ot, is equally convincing. Djarot’s own brother, 
Slamet Raharjo, also gave an excellent performance as Teuku 
Umar. 

Djarot has also successfully recreated the terrible battle scenes. 
One such scene shows Dutch troops attacking and destroying an 
Achenese fortified village. The troops are shown killing every 
Achenese in sight. Meticulously reproduced in allits goriness, the 
battle scene calls to mind the illustrations one finds in Dutch his- 
tory books. 

How will this film affect the Achenese and Indonesians in gen- 
eral? Many will be moved by a sense of pride. Many will be re- 
minded that not all of Indonesia was colonised for more than 300 
years. Aceh was conquered for no more than 30 years, South 
Sulawesi for no more than 60-odd years. Perhaps only Jakarta and 
Ambon were colonised for more than 300 years by the Dutch. 

It is a great pity that Indonesians did not write much about 
their encounters with the Dutch. Generations of Indonesians 
were taught colonial history written mostly by the Dutch. Many of 
us felt ashamed of our forbears. When I was a young man we used 
to ask each other why our forbears did not fight harder against the 
Dutch. Why they allowed their colonisers to set them against one 
another? 

Indonesian history is an almost inexhaustible source for In- 
donesian cinema. Wars were fought in almost all parts of 
Sumatra, Bantam, Java, Kalimantan, Sulawesi, the Moluccus. 
There are more good films to be made by delving into Indonesia's 
past. m Mochtar Lubis 


Little big man 


Deng Xiaoping by Uli Franz. Harcourt Brace ; 
Jovanovich, New York. US$21.95. 


He is a small man, not more than 5 ft3 in. 
tall. There he sits on the sofa in one of his 
photographs, holding a cigarette, smiling 
genially, and showing a large expanse of 
white socks. What is it about him that 
compels the eye? It is not that his trousers 
seem curiously short, nor that his head 
seems to spring neckless from his collar, nor 
even that his eyes are intensely lively. It is the 
fact that, as everyone knows, he is Deng 
Xiaoping. 

By what twist of fate, what combination 
of providence and character, did this man 
come to be what he is? Deng Xiaoping's 
official curriculum vitae goes something like 
this: born the son of a well-to-do landlord 
and anti-Manchu secret society leader in 
1904 in Guang'an, Sichuan province; as 
a 16-year-old goes to France under the 
auspices of the Work-Study Scheme; gets 
inducted there into the Communist Youth 
League and then into the communist party; 
studies in Moscow in 1926; returns to 
China and leads two uprisings in Guangxi 
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province (at Bose and Longzhou); heads the 
secretariat of the party’s central committee 
during the Long March; becomes political 
commissar of a division of the Eighth Route 
Army; fights the Japanese and the 
Kuomintang armies with Marshal Liu 
Bocheng; rises in the party hierarchy, 
proving himself an able strategist, 
administrator and diplomat; is twice purged 
during the Cultural Revolution (1966-76); 
bounces back; assumes supreme power and 
sets China on a new course. 

Uli Franz’ biography does much to 
flesh out this skeletal account. Franz is 
very, very good on Deng’s period in 
France, and succeeded even in digging up 
his employment card at the rubber over- 
shoe factory in Chalette. The words scrib- 
bled on the card — "Refuses to work, not to 
be rehired" call to mind what Mao 
Zedong once said of him: the fellow was 
deaf, he observed (Deng is stone deaf in his 
right ear), and yet “whenever we are at a 
meeting together he sits far away from 
me." For six years, Mao went on to say, 
Deng had not made a general work report 
to him, and quoting a fellow revolution- 
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«iy, vao cun iuded: 1hé bloke ıs lazy." 

Upon his return to China, Deng worked 
for Feng Yuxiang, the apparently Left- 
leaning warlord that Stalin was arming. The 
association proved shortlived, however, for 
Feng was presently to ally himself with 
Chiang Kai-shek against the communists. 
When we next hear of Deng he had popped 
up in Wuhan. There, at a meeting in the 
summer of 1927, he came face to face with the 
man from whom he would inherit the 
burden of China. It was at that meeting that 
Mao, on one of the seven occasions on which 
he got up to speak, uttered the famous 
maxim, one day to be quoted the world over: 
"Political power grows out of the barrel of a 
gun." 

Deng also put in some time in Shanghai, 
to which the party's central committee 
secretly moved at the onset of the White 
Terror. Ho Chi Minh was there too, and was 
the one, Franz tells us, who advised Deng on 
the best way of travelling between Shanghai 
and Guangxi — it was to proceed by steamer 
and train to Indochina via Hongkong, 
where, disguised as a businessman, he at- 
tracted little attention. Deng did not stand 
out in Shanghai either, thanks to his unob- 
trusive manner and, Franz, claims, his “ac- 
cent-free” Shanghai dialect, mastered within 
a matter of months. Anyone who has ever 
heard a Sichuanese speak will find this hard 
to believe. 
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It was during his stay in Shanghai that 

Jeng married his first wife. They were soon 
xpecting a child, but during one of his 
requent absences in Guangxi she suffered a 
miscarriage and died. He later remarried, but 
his wife of two years left him for one of his 
Paris cronies and one-time boss, Li Weihan. 
Li did not prove to be a good choice, 
however, for, in the best tradition of Chinese 
male revolutionaries, he later sent her — 
banished is perhaps the better word — to 
Moscow, supposedly for convalescence and 
study. She was to go mad and to end her 
days in a lunatic asylum. Third time lucky, 
Deng married Zhuo Lin, the mother of his 
five children, when he was 36. 

His second wife's desertion came at the 
time of Deng's first political disgrace in 1933, 
brought on by his support of Mao's stand on 
agrarian and military questions against that 
of the Stalinist group, the "28 Bolsheviks." 
Franz great discovery is to reveal that it was 
Li who led the attack — one more illustra- 
tion, if true, of the part played by personal 
rivalry in party politics. 

Franz' is a straightforward account of 
Deng's life, showing his subject to be a doer 
and not a thinker, an uncomplicated man, 
thoroughly uninterested in his own 
psychology. To the reader in Hongkong, 
where even the newsstands offer at least 
three biographies of Deng in Chinese, his 
book does not spill any startling beans; but to 
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those who do not read Chinese, it will be 
revelatory. 

Toround off the portrait, it needs perhaps 
to be emphasised that though Deng is quite 
different from Mao (he is not vengeful, for 
one thing) and Zhou Enlai (he is no fence- 
sitter), still he stands in the same line of 
revolutionaries; for all his departures from 
Maoism, at bottom he is a Marxist- 
Leninist like all the rest. He would not 
hesitate to echo Lenin: "Our generation 
achieved something of amazing significance 
for history . . . The cruelty will be understood 
and vindicated. Ev erything will be under- 
stood, everything.” When he is caught in an 
act of ruthlessness, it is only the outsider who 
is taken aback; a Marxist-Leninist would 
know that the end determines and justifies 
the means. 

He himself has said: “I am an old 
revolutionary. What storms haven't I braved 
and what worlds haven't I faced up to?” His 
life was built on revolution; indeed it has 
hardly known anything else. 

Whatever else might be thought of him, 
he will not be found wanting in doggedness. 

"It's dogged as does it" might be his motto, 
as he bounced back again and again from his 
political tumbles. Even his longevity seems 
like deliberate calculation, an unyielding 
form of waiting. He wishes to complete his 
life's work, whichisa way of wishing to live. 

E Lynn Pan 
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Through an ongoing commitment to excellence, 

Asahi Glass has become a world leader 

in the production of glass materials, and 

we're on the leading edge in the production 

of fine chemicals and new ceramics. 

The company is also manufacturing 

electronics materials and developing 

biotechnology-related products. P 

But most important of all is : 

our commitment to people. [s 
The success of our more than p 

20 overseas operations, staffed by 

some 10,000 highly qualified personnel, 

has helped to spur the development 

of innovative materials technology 

and to promote business, technical, 

cultural and person-to-person 

exchanges in various countries. 

Today, Asahi Glass looks forward 

to deepening such ties 

through its Asian operations. 
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It’s his Word against mine 
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letter to the Indian Prime Minister Rajiv Gan- 
dhi protesting the decision of the Indian Fi- 
nance Ministry to ban The Satanic Verses. 

“Let us try to distinguish truth from false- 
hood in this matter,” wrote the Bombay- 
born Rushdie. “The section of the book in 
question (and let us remember that the book 
is not actually about Islam, but about migra- 
tion, metamorphosis, divided selves, love, 
death, London and Bombay) deals with a 
prophet — whois not called Muhammad — 
living in a highly fantastical city made of sand 
(it dissolves when water falls upon it). 

“He is surrounded by fictional followers, 
one of whom happens to bear my own first 
name. Moreover, this entire sequence hap- 
pens in a dream, the fictional dream of a fic- 
tional character, an Indian movie star, and 
one who is losing his mind, at that. How 
much further from history could one get?” 

Not far enough, evidently. For thousands 
of years, writers have been setting scenes 
and telling stories within dreams in order to 
comment on aspects of life and belief that are 
otherwise taboo. Such sleight of hand lies at 
the heart of literature’s beginnings, certainly 
in the English language, and everywhere 
myths move away from the everyday 
through repetition only to circle back again, 
available for reinterpretations. Even Jesus 


spoke in parables to reveal concealed truths. 

Khomeini does not buy this trope, prefer- 
ring to live in a literal world of sheep and 
goats, of sinners and martyrs, with a divine 
text. For the Koran is regarded as the perfect 
revelation of God and a faithful reproduction 
of an actual tablet engraved in heaven. 

Rushdie's book is vast, nearly 550 pages 
of illusion, allusion, motifs and coincidence 
that testifv to the eternal struggle between 
good and evil, metamorphosed here into 
two not so complementary or dissimilar 
characters, a battered Indian former actor, 
Gibreel, and a "goodandproper English- 
man," Saladin. 

Interwoven, or rough-hewn, is a chroni- 
cle of the “prophet-turned-businessman” 
Mahound, a religious aggrandiser who sees 
the temporal advantage of allowing three 
local goddesses to join the archangels if the 
town of Jahilia will submit to Allah. A trip to 
the mountain confirms — as, of course, it al- 
ways does — divine approval, subsequently 
repudiated as the satanic verses once 
Mahound is in control. 

The novel also typically conflates the 
flight from Mecca to Medina amid references 
to Union Carbide, the Falklands war and 


high-rise “Babylondon” slums. A central 


chapter, which marks the Prophet's return to 
Jahilia, describes his hounding of his former 
amanuensis, Salman, and a decrepit love- 
lorn poet, Baal. As the shadow of repression 
and boredom settles over the desert heat of 
Jahilia, its citizens find relief in a brothel 





Japan through alien eyes 
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The Ginger Tree by Oswald Wynd. Eland, 


novel, Mary Mackenzie, a Scots girl of strict 
Presbyterian upbringing, arrives in China to 
marry her fiancé, a British military attaché. A 


joyless marriage leads to a brief affair with an — 


aristocratic Japanese soldier, who leaves her 
pregnant and homeless, ostracised by her 
husband and her mother back home. 

She is taken to Japan where the British 
Embassy refuses to have anything to do with 
her, gives birth to a son, soon to be stolen by 
her Japanese lover who himself disappears 
without a trace, and survives in an alien cul- 
ture — Great Kanto Earthquake and all — as 
a “scarlet woman,” until advised to leave in 
1942. 

The charting of the heroine’s fall from 
grace to hard-won independence is impres- 
a com AX. o dé. du 


born in Tokyo, writes with sensitivity about 
emotions stretched over time and distance. 
He moves with ease between the poignant 
— “There is nothing more helpless in a world 
made for men than a woman heavy with the 
child she should not be carrying" — and the 
felicitous — “Itis difficult for anyone from the 
West to be serious about life while living in a 
Japanese house." | 
Muchofthe novel's strength derives from 
its insights into national mentalities. With 
Japan they have a contemporary relevance. 
Of an American banker whose business 
philosophy was "honesty is the best policy," 
our heroine comments: "I had the feeling 
that he is going to find this a shade naive as a 
working principle here in Japan," a state- 
ment borne out by the subsequent industrial 
bribery scandals of 1913 — a precursor to 
Lockheed and the current Recruit scam — 
which see both Japanese and British busi- 
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where, inahugejokeagainsttheinvader,the — - 
12 whores name themselves after the wives 
of the Prophet who had "God's own permis- 
sion to fuck as many women as he liked." 
But nowadays one may not, as Rushdie 
says in his letter to Gandhi, "discuss - 3 
Muhammad as if he were human, with | 
human virtues and weaknesses,” because “a > 
powerful tribe of clerics has taken overIsalm. 
These are the contemporary Thought Po- 
lice.” One may not “discuss the growth of = 
Islam as a historical phenomenon, as an 
ideology born out of its time." Neither, as 
Khomeini would add, can one treat it as a 
subject for fiction lest its purity be stained. 
Perhaps Rushdie should not be surprised 
at the furore, or the temporal implications of ` 
offending those who claim to communicate 
directly with God. In the central chapter, Sal- .. 
man the scribe drunkenly confesses to Baal ~ 
his loss of faith after accidentally mis-writing 
some words of Mahound's revelation. When 
the copying errors expand into egregious re- 
writing, he flees. "Why are you sure he will 
kill you?" Baal asks. "Salman the Persian _ 
answered: ‘It's his Word against mine’.” The > 
last word, of course, remains with the 
Prophet condemning Baal and the 12 mas- 
querading women from the brothel: “Writ 
ers and whores. I see no difference here.” 
The Satanic Verses is a clever book. Just = 
how lasting, how good in the widest sense of > 
the term, remains to be weighted. What is 
distressing is the slowness with which West- 
ern governments have backed up the author 
after the death threats were first uttered, the 
readiness with which some overseas pub- 
lishers have dropped translations, and thesi- 
lence of intellectuals, particularly Left-lean- 
ing ones, when their voices need most tobe 
heard. B Chris Pomery 





A description of the funeral of the Em- 
peror Meiji also takes on new interest, as 
Japan now buries the Emperor Showa and 
the national mood reminds the heroine, sig- 
nificantly, of her own countrymen's reaction —— 
to the death of Queen Victoria, when the na- ^ 
tion prayed that "the Lord God of Hosts 
would not abandon us, or the Empire, toa 
grim time of decay and collapse. It seems... 
likely that similar prayers are now beingsaid |. 
in Tokyo temples where the gongs are silent 
today." A 

And itis the similaritiesin mentality ofthe .. 
two imperial powers that endure despite © 
their very obvious differences. Mary Mac- .. 
kenzie pictures her Japanese lover in 1915, 
now military attaché in London, "suggesting 
politely, over the port at some country-house 
weekend, that the British were in no position 
to admonish their Oriental ally in the war 
against Germany for trying to do in a limited 
way in the Far East what Britain had doneina 
huge way throughout the whole world." 

An evocative and serious work, which 
the British tabloids will doubtless do their 
best to ignore. s Anthony Head 














By Ellen Salemi in 1 Hongkor d 


eking has dampened “speculation 
that China's state-owned enter- 
prises will soon embark on large- 
irs scale issues of shares, which had 

J appeared to be the one part of the economic 
reform drive still on course. Experimentation 
with a shareholding system for state firms 
. would be delayed for two years, along with 
- the rest of the reform programme, the vice- 
^|. minister for the State Commission for Eco- 
s — nomic Restructuring, Zhang Yanning, said 

in late February. 

The announcement was aimed at damp- 
ening momentum built up over the past two 
years to allow state firms to issue shares as 
part of the reform programme for the state in- 
dustrial sector. As recently as December the 

«People's Bank of China, the central bank, 
- . said it soon would issue provisional regula- 
tions governing share issues. 

This was taken as a sign that moves to im- 

(5 plement a shareholding system in the state 
UC s sector were accelerating. The media has been 
full of articles extolling the benefits of the so- 
— called shareholding system practised in the 
- . collective sector. A share-capital system was 
v v seenasone way to soak up excess liquidity in 
^ the Chinese economy and provide new 
— funds for development. 

For that reason, the apparent halt to ex- 

perimentation surprised many observers. 
But the move is consistent with Peking's cur- 
- rent policy of “rectifying the economic order 
and improving the economic environment,” 
«c. which is actually a drive to re-centralise eco- 
|os nomic authority, to forestall major economic 
-reforms and slow down the rates of growth 
-and inflation. Some economists feel that Pe- 
King may go further and clamp down on the 
issue of stocks — really unsecured notes 
arrying no suggestion of equity ownership 
— by collective enterprises. 
i Peking now views a widespread expan- 
sion of the current stockholding system as in- 
-flationary and as a potential drain on state 
funds.  Forestalling expansion of a 
«shareholding system in the state sector is a 
“painless concession to the conservatives 
- who feel that the issue of equity shares vio- 
ates the fundamentals of socialism — even if 
tis a socialism with Chinese characteristics. 
— At present, the shareholding system in 
China is inconsistent, unregulated and often 
- irrational and counterproductive. It has de- 
_ veloped in an ad-hoc fashion largely among 
- collectively owned enterprises in the com- 
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China turns against shareholding system in state sector 


Peking ducks the issue 


paratively developed coastal regions, rather 
than in the state-owned sector. Of the more 
than 6,000. enterprises that have issued 
shares, most are either start-up operations or 
former collectively owned enterprises. For 
example, of the 707 shareholding enterprises 
in Shenyang city, one of the places desig- 
nated for experimentation with share issues, 
694 were collectives. 

Only 14 of the some 6,000 enterprises 
which have issued shares have sold stock to 
the public. Most have been issued to enter- 
prise staff and workers, and can only be 
traded with other workers in the enterprise. 
A mere 3% of the publicly issued shares have 
been traded. A true stockmarket has yet to 
develop — only nine of the 14 public issues 


have seen any trading and only five enter- 


prises have had their shares listed on the 
Shanghai exchange since it began operating 
in September 1986. None of the listed enter- 
prises on China’s three functioning stock ex- 
changes — in Wuhan and Chungging in ad- 
dition to Shanghai — issues anything re- 
sembling an annual report, resulting in some 
wild price swings in the few listed stocks. 
The shares, or notes, are basically a dis- 
guised bonus for employees: they have a 
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fixed maturity, usually of three to five years, 
redeemable at face value at maturity. Two 
types of dividends are paid. The disburse- 
ment of guaranteed regular dividends based 
on a rate substantially higher than current 
low bank savings interest rates appear on the 
books as a cost on the enterprise. Extra di- 
vidends are distributed when the enterprise 
makes a profit. These can be quite high. In 
1985 and 1986, most shares earned dividends 
and bonuses ranging from 20-40%. Last 


year, a number of enterprises issued internal 
shares which would yield year-end bonuses 
and dividends of 50-100%. 

Some provinces and cities have moved to 
counter this trend, stipulating that yearly 
bonuses and dividends may not execeed 
15% of the face value of the note. But this reg- 
ulation has been sidestepped by having the 
additional payout added on redemption of 
the note. 

Thus the existing stockholding system, 
instead of soaking up the excess liquidity 
which would help to hold down inflation, 
has contributed to China's spiralling infla- 
tion. It has also hindered growth. Rather 
than ploughing profits back into the enter- 
prise, profits are spent on dividends to in- 
crease the marketability of new shares. 
Stocks, in effect, often serve only to increase 
the pay of workers. 

Among rural collective industries, the 
issue of stockin a period of retrenchment has 
the undesirable result of allowing them to ex- 
pand, draining scarce resources and energy 
from the state sector. The Agricultural Bank 
of China's decision to halve funds available 
to rural industries will increase pressure on 
them to issue more shares. But, according to 
several economists, this option may not be 
available for long. 

One economist has suggested that the 
state could curb investment in enterprises 
that manufacture consumer goods by put- 
ting a very low ceiling on the total payout that 
shares yield — probably at or below the in-. 
terest rates on saving accounts. (Savings in- 
terest rates forless than half-year deposits are 
under 9%, but are scheduled to rise by an 
average of three percentage points this year. 

Shareholdings have helped many collec- 
tives to expand, but the few experiments 
with stockholding by the state sector have 
yet to achieve the desired results. In theory, 
the shareholding system will promote the 
separation of government administration 
from enterprise management and owner- 
ship from management power. But, the 
framework necessary to convert state enter- 
prises — or any enterprise for that matter — 
into true stock companies does not exist at 
present. Moreover, if the currently practised 
stockholding system were adopted by most 
of China's state-owned firms, it would be 
another burden on state coffers. Short of 
compulsion, stocks can only be marketed if 
they guarantee a dividend. If state-owned 
firms were to issue stock, the state would in 
most cases end up footing the bill. z 
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INANCE 


Uhinese shun Peking's treasury bond dealers 


Discounting the market 


By Louise do Rosario 


hina’s treasury-bond market, which 
C has yet to celebrate its first birthday, is 


a sickly infant. It suffers from low 
yields, poor marketing, and lively competi- 
tion from a thriving black market. Unless the 
bonds are made more attractive, future at- 
tempts to finance growing budget deficits by 
tapping funds from the cash-rich Chinese 
are likely to be hampered. 

In April last year, China allowed seven 
cities openly to trade 1985 and 1986 treasury 
bonds at designated financial institutions — 
the first step towards establishing a nation- 
wide secondary market for bonds. There is 
now an embryonic trading network 
stretched across dozens of cities, but open 
trading has been thin and bearish. 

Economists have called for the official 
bond market to be further opened up in order 
to stop black-market operations. But Peking 
is hesitant because of the large volume of 
bonds involved, and fears that prices of trea- 
sury bonds will drop further in a free market. 

Ordinary Chinese bondholders shun the 
official trading because service is poor and 
queues are long. Instead they prefer to sell to 
more efficient illegal speculators even if the 


price offered is lower. With more Chinese 
selling bonds to buy goods amid rumours of 
further price rises, the black market in bonds 
has grown bigger and more organised. 

Full-time speculators go to the coun- 
tryside to buy bonds from ill-informed farm- 
ers, often exchanging bonds for popular con- 
sumer products. They also move fromcity to 
city, exploiting price differentials. In Shen- 
zhen, for example, treasury-bond prices in 
the official market are generally 5-6% higher 
than those in the north. 

While the official market only trades 1985- 
and 1986-issued five-year bonds, and is only 
open to individuals and not enterprises, the 
black market buys and sells to all, offering, 
say, Rmb 60 (US$16.13) for the Rmb 100, 
three-year bonds of 1987 and 1988. 
Speculators buy the bonds from individuals 
and sell them in bulk to financial institutions. 
One profiteer interviewed by the Financial 
News claimed he could make Rmb 3-4,000 
out of Rmb 20-30,000 purchases within three 
to four days. 

Prices of 1985 and 1986 Rmb 100-denomi- 
nated bonds have risen from Rmb 100-109 
last July to Rmb 104-109 at end-January at of- 
ficial outlets. In private transactions, the 
price is Rmb 110-116. As few private bond- 





ENERGY 


Indonesia offers oil prospectors a better deal 


Oiling the wheels 


By Adam Schwarz in Jakarta 
C onfronted with the prospect of be- 


coming a net oil importer within the 

next quarter century, Indonesia has 
taken another cautious step to encourage 
contractors to look for and produce more oil. 

A package of exploration incentives an- 
nounced last week received a warmer wel- 
come than did an earlier set of measures is- 
sued last August, but industry analysts say 
the government will have to do more if it 
wants to increase markedly the rate of new 
discoveries. 

“By and large the response of the oil in- 
dustry [to the new incentives] has been 
favourable,” said a foreign oil company 
executive. “In the August package there 
were at least two measures which we viewed 
as disincentives [to further exploration] but 
everything in this package is a step in the 


The new measures make it more attrac- 
tive for oil contractors to explore the “fron- 
tier” areas of eastern Indonesia, to drill 
deeper into older, more inaccessible rock, 
and to use high-technology extraction 
techniques to coax more oil out of aban- 
doned and diminishing wells. The govern- 
ment hopes to encourage all this by improv- 
ing the profit-sharing split between foreign 
oil contractors and the state oil company Per- 
tamina. 

Suyitno Patmosukismo, director-general 
for oil and gas in the Ministry of Mines and 
Energy, said when announcing the new in- 
centives that Indonesia could become a net 
oil importer as soon as 2001 unless new oil 
basins were brought more rapidly into pro- 
duction. Although Mines and Energy 


Minister Ginandjar Kartasasmita puts 
Indonesia's day of reckoning 15-20 
years further down the road, the 


eowernment is clearly keen to see new 


holders want to wait for the full five years 
for redemption, the price of the 1986 bond 
has dropped by as much as 10%. 

Speculators have prospered because 
most Chinese regard treasury bonds as 
“dead” money which cannot easily be 
cashed. Moreover, most Chinese also feel 
they are, in effect, compelled to buy the 
bonds. Since 1981 when Peking resumed 
issuing bonds after a lapse of two decades, 
treasury bonds have been marketed as “pat- 
riotic contributions” automatically deducted 
from one's pay. Few buy more than they 
have to. 

Atend-1988 China had issued Rmb 43 bil- 
lion worth of treasury bonds, accounting for 
about one-third of all domestic bonds. An 
average household has Rmb 200-500 worth 
of treasury bonds, largely forgotten because 
of their long maturity. Redemption is by lot- 
tery, and bondholders are often paid months 
after the maturity. 

Since 1984, Peking has raised the interest 
rates of individuals’ treasury bonds from 8% 
to 1076 and institutional purchasers' from 496 
to 6%. Maturity has also been shortened 
from 10 to three years. Individual investors 
still prefer financial and enterprise bonds, 
which usually have a maturity of one year 
and offer up to 15% interest. With an annual 
interest rate of 10%, treasury bonds cannot 
compete with fixed bank deposits, which 
pay interest rate linked to double-digit infla- 
tion. For institutional purchasers, however, 
treasury bonds bought at heavy discounts 
are good hedges against inflation as they 
yield 17-20%. a 


exploration start as soon as possible. 

Oil production in Indonesia, Asia's only 
Opec member, has hovered around 500 mil- 
lion barrels a year for most of the decade, but 
industry sources estimate that over that 
same period discoveries have averaged 
fewer than 150 million barrels a year. The 
government, hoping salvation is to be found 
in the lesser known, unexplored basins of 
eastern Indonesia, has introduced a sliding 
production-sharing scale for those areas. 
Contractors who find oil in designated fron- 
tier areas can keep up to 25% of production, 
compared with only 15% of oil found else- 
where. 

Most of Indonesia's oil is pulled out of the 
top, youngest, layer of rock below the sea- 
bed. To encourage contractors to look deeper 
— into what geologists call pre-tertiary rock 
— thegovernment will offer an 80:20 split for 
fields which produce up to 50,000 barrels per 
day (bpd), the usual 85:15 split for fields pro- 
ducing between 50,000 and 150,000 bpd and 
a 90:10 split for fields producing more than 
150,000 bpd. A similar scale will apply to 
deep water drilling below 600 ft. 

Contractors can also get a bigger share of 
the pie if they use more expensive pumping 
techniques to squeeze additional oil out of 
mature wells. The new terms will not affect 


5 cue meu MUVEI y projects, Such 
as the US$1.7 billion venture by Caltex to 
steam flood the Duri field in Sumatra, and, 
analysts say, they are probably not generous 
enough to make most enhanced recovery 
methods worthwhile. 

Much of Indonesia's oil is high quality, 
easy to extract, crude. In addition, many 
fields are already water flooded to improve 
well utilisation. Fields such as Duri, where 
the oil is highly viscous and extraction lends 
itself to secondary and tertiary recovery 
methods, are rare in Indonesia. “I just don't 
think there is much remaining potential for 
enhanced recovery," said a country manager 
for one foreign oil company. 

The package of incentives also offers con- 
tractors a better price on the oil they are 
obliged to sell to the domestic market, in- 
creases the investment credits available for 
capital outlays on items such as platforms 
and pipelines, and gives contractors better 
access to Pertamina's geological and explora- 
tion database. Previously, Pertamina would 
make available information only on the par- 
ticular block it was putting up for contract 


tender. This, says one contractor, “was 
like looking at the world through a key- 
hole." 

The new incentives, while well received, 
are not considered broad enough to increase 
exploration and new production drastically. 
“I think they've got over-oriented on frontier 
areas, deep water drilling and enhanced re- 
covery. To really generate more exploration, 
they're going to have to improve terms in 
their bread and butter areas like onshore 
Sumatra and Kalimantan," comments an oil 
industry consultant. 

Contractors were also disappointed that 
the new package did not allow them to con- 
solidate wells for cost-recovery purposes. 
Currently, exploration and development 
outlays on wells that do not produce oil are 
borne entirely by the contractor. Companies 
can recover development costs from suc- 
cesssful wells only. By offering to share ex- 
ploration risks with the oil companies, con- 
tractors say, Indonesia would do more to en- 
courage new exploration than by tinkering 
with existing production sharing arrange- 
ments. Li 





TRADE 


EC-Efta pact would heighten protectionist fears 


Building blocs 








By Anthony Rowley in London 
F urther radical changesin the economic 





structure of Europe are likely to 

emerge from  inter-governmental 
meetings between the six countries of the 
European Free Trade Area (Efta) and the 12 
of the European Community (EC) that are 
scheduled for the next few weeks. The over- 
all outcome is once again likely to raise the 
spectre of a "Fortress Europe." 

Prime ministers of the Efta six — Austria, 
Finland, Iceland, Norway, Sweden and 
Switzerland — will meet in the Norwegian 
capital of Oslo on 14-15 March and high on 
the agenda will be the adoption of a customs- 
union agreement with the EC. Foreign 
ministers from both blocs will then meet a 
few weeks later to explore EC-Efta external 
relations in depth. 

The prospect of a customs union between 
the two groups — which would entail Efta 
countries adopting the EC's common exter- 
nal tariff against outside goods (excluding 
agricultural produce) — raises a whole new 
element of potential protectionism within 
Europe, and could be challenged by both the 
US and Japan. 

Itcomes ata time when there is increasing 
evidence of protective economic blocs being 
formed in various parts of the world. Effec- 
tively absorbing the Efta countries into the 


EC trading system is not likely to signal the 
end of the expansion of the European trad- 
ing group — numerous East European and 
Mediterranean countries could be drawn in 
before long. 

Until recently, the possibility of Efta 
agreeing to erect a ring fence of standardised 
external tariffs against imports — something, 
which as a free-trade area it was not required 
to do — was considered remote. 

A major deterrent was that member 
countries such as Switzerland and Austria, 
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Delors: customs union. 
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as well as Sweden to a lesser extent, feared 
that adopting common commercial policies 
against third countries would compromise 
their political neutrality. 

Then, at the European Parliament in 
Strasbourg on 17 January, Jacques Delors, 
the president of the EC Commission, 
suggested a "new form of association which 
would be more structured at the institutional 
level" between the EC and Efta. He specifi- 
cally mentioned the idea of a customs union. 

The suggestion is that Efta countries 
might be permitted to conduct external eco- 
nomic policy along lines which did not dam- 
age their neutrality, especially in times of 
war. The idea has made the notion of a cus- 
toms union politically more palatable to the 
Efta countries. 

Implementing it would involve difficult 
and detailed negotiations. Last year sources 
at the Efta secretariat in Geneva told the 
REVIEW that a customs union and common 
external tariff were “not on the current 
agenda" (REVIEW, 5 May '88), but now they 
say the idea is at the top of the agenda. 

Just how an EC-Efta customs union 
would effect commercial relations with 
Asian and other third countries is far from 
clear. Efta sources point out that in some 
cases the EC's common external tariff is 
higher than average Efta tariffs and in some 
cases lower — though continuing Gatt nego- 
tiations are tending to cut all tariffs. 

Officials admit that the external impact 
has yet to be studied in depth, the last study 
having been done by a Swedish academic 
several years ago, before tariff alignment was 
seriously considered. In any case, Efta's 
prime concern is to get closer to the EC 12 so 
as not to lose out from the proposed aboliton 


of all barriers tọ the m "RED" ronde. gap- 


tal, services and people within the commu- 
nity by 1992. 

The EC is by far Efta's biggest trading 
"artner and Efta exporters fear they could be 
*xcluded from the benefits of 1992 — by EC 
'ciprocity provisions — unless the six are 
»repared to sacrifice part of their economic 
ndependence and adopt EC policies. 

At present, Efta producers have to satisfy 

a complex system of certificates of origin if 
Mthey wish to export manufactures to the EC. 
This is designed to prevent Asian and other 
exporters gaining access to the EC by the 
Mack door. 

Although many Efta companies have 
preferred to pay the EC’s common external 
tariff rather than face the bureaucratic hassle 
of certification, they may prefer to buy parts 
from within Europe once their own imports 
are taxed by the common tariff. 

Efta rules say that at least 40% of a product 
must originate from sources within the six 
before it can be considered an Efta product. 
However, within the EC, France is seeking to 
impose an 80% local-origin requirement on 
Nissan cars exported from Britain. The fear is 


that Efta could be forced to adopt high local- 
content rules once it aligns itself more closely 
with the EC. 

These considerations have a bearing on 
not only the trade policies of non-European 
countries trading with Efta, but also their in- 
vestment policies. And itis these, rather than 
the absolute levels of trade which might be 
affected by a customs union, which are likely 
to cause most concern. 

Meanwhile, relatively cheap labour is be- 
coming available to high-cost North Euro- 
pean economies as a result of the 1986 en- 
largement of the community, which brought 
in Spain and Portugal. The temptation for 
Efta manufacturers to take advantage of this 
labour pool is likely to increase as ties with 
the EC become closer. 

This tendency is likely to be accentuated 
by the ambition of the EC’s Brussels-based 
bureaucracy to bring various European and 
non-European countries into closer associa- 
tion with the community. 

Austria and Norway are likely to become 
the next full members of the EC, and Malta 
has said it will apply for membership once 





BANKING 


Malaysian cooperative fights receivership move 








By Nick Seaward in Kuala Lumpur 
( . hareholders and directors of the stric- 





ken Cooperative Central Bank (CCB) 

are putting up a vigorous legal fight 
against an application by Malaysia's central 
bank, Bank Negara (BN), to place it under re- 
ceivership. 

At stake is not so much the future of CCB, 
which is clearly insolvent with accumulated 
losses of M$726 million (US$265.9 million), 
but CCB's 59%-owned subsidiary, Bank 
Buruh (Malaysia). Bank Buruh has been 
excluded from the list of CCB assets to be 
placed under the proposed receiver's protec- 
tion and many people believe a sell-off is im- 
minent. 

The tussle over CCB is the first time that 
any financial institution has challenged BN's 
authority. Itis also the first legal test of legisla- 
tion which allows BN almost unlimited pow- 
ers to close deposit-taking companies, freeze 
their property and restrict the movements of 
those who borrowed from them. 

BN invoked these powers to take control 
of CCB in January 1987. Opposition has only 
just surfaced, now that the cooperative is 
faced with receivership. CCB has deposit 
liabilities exceeding M$1.8 billion, held by 
about 158,000 individuals and institutions. 
BN has promised that all deposits will be re- 
paid in full, with interest, once its assets have 


battling the bank 








been assumed by a licensed finance com- 
pany. The identity of this finance company 
has not been revealed. 

CCB is one of three so-called "apex 
cooperatives" in Malaysia, functioning as a 
banker to other cooperatives as well as ac- 
cepting deposits from individuals. After 
mounting losses, CCB was taken over by BN, 
acting reluctantly on the directinstructions of 
the government. 

At a High Court hearing on 22 February, 


.counsel for eight of CcB’s 19 directors alleged 
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Austria does. Turkey looks likely to be ac- 
cepted into the community eventually. Cy- 
prus, too, is interested in membership. 

Delors’ suggestion of new forms of as- 
sociation, such as customs unions, with Efta, 
Eastern Europe and the Mediterranean 
countries was partly designed to pre-empt a 
spate of membership applications before the 
EC feels it has had time to digest its last en- 
largement. 

The so-called French Magreb countries — 
Algeria, Morocco and Tunisia — are likely to 
be brought into closer association with the 
EC before long, as well as possibly the 
“Mashraq” countries of Egypt, Syria and Jor- 
dan — and Israel too. The political and eco- 
nomic implications of such associations 
would be far-reaching. 

So too are the implications of the current 
thaw in EC relations with Eastern Europe, 
which culminated in an accord between the 
EC and Comecon (the East European “com- 
mon market”) last year. Meanwhile, Hun- 
gary has indicated that it would like to join 
Efta and would welcome a closer economic 
relationship with the EC. bel 


that BN’s takeover of CCB in 1987 under the 
1979 Emergency (Essential Powers) Act was 
an abuse of these powers. The eight argued 
that the act could only be invoked when 
there was a threat to public order from de- 
positors of a threatened institution — as was 
the case with the 24 deposit-taking coopera- 
tives which had to be taken over in 1986. In 
the case of CCB, they said, most of the large 
deposits were from government or quasi- 
government agencies. 

Claiming that BN intended to liquidate 
rather than rescue the cooperative, a joint af- 
fidavit filed by the directors at the High Court 
on 17 February accused the central bank of 
“ulterior motives” in seeking the receiver- 
ship order, adding that there “seems to be a 
sense of urgency and secrecy.” The directors 
claimed that CCB could be made viable, de- 
spite BN's assertion that the cooperative is in- 
solvent. 

BN has denied any improper motive. Its 
counsel said in court that the anger of share- 
holders at the present state of the cooperative 
should be directed at those directors who 
held office before 1986. These directors, BN al- 
leged, allowed CCP's chief executive to run 
the cooperative "like a fiefdom." Citing a re- 
port commissioned from the accountant firm 
Peat, Marwick and Mitchell, BN claimed that 
"the board appears to have been dominated 
by the salaried executives rather than the 
other way round." 

The Peat Marwick report says CCB was 
"used as a lender of last resort and a 'soft 
touch’ . . . evaluation, monitoring and collec- 
tion were ineffectual." Last December and in 
January, BN ordered 43 debtors to CCB to sur- 
render their assets and travel documents. 
They included the former information minis- 
ter Datuk Seri Mohamed Adib Adam, the 
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Exchange (KLSE), Abdul Razak Sheikh 
Mahmood and Dato Yap Yong Seong, the 
managing director of publicly listed Duta 
Consolidated. 

On 14 February, two CCB executives were 
charged with criminal breach of trust involv- 
ing M$20 million belonging to the bank. 
Chief executive Sinappan Periasamy, 43, 
and assistant general manager Naliah Balak- 
rishnan, 35, were accused of misappropriat- 
ing cash and property in 1986 from CCB's 
headquarters. Periasamy’s predecessor, 
Ratnasingam Mathimugam, only recently 
evaded extradition from Australia on 
charges of having committed a criminal 
breach of trust involving M$3 million. 

According to press reports from Austra- 
lia, Mathimugam is now working as the 
representative of the Geneva-based Interna- 
tional Cooperative Alliance (ICA). Ironically, 
the ICA is one of the bodies from which the di- 


rectors Ot CCB Rope to get financial aid to refi- 
nance CCB. 

Just how much money will be needed to 
get CCB on its feet again remains unknown. 
Unaudited results for 1988, prepared by 
CCB's financial division, show that the 
cooperative made a profit of M$7.8 million in 
1988, but an affidavit by the special assistant 
to the BN governor claimed that “the reliabil- 
ity of these accounts is doubtful.” The assis- 
tant, Lee Siew Kuan, said that even if assets 
were sold off — as proposed by the directors 
— it would not reduce the accumulated loss- 
es “in any significant manner.” 

CCB's main marketable asset, Bank 
Buruh, is considered small, even by Malay- 
sian standards. However, it has a good repu- 
tation for its economic research, in particular 
its well-respected analysis of the country's 
money markets. It is difficult to assess Bank 
Buruh's worth today but another small bank, 
Bank of Commerce, has a listing on the KLSE 
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COMMODITIES 


Court ruling sheds little light on tin imbroglio 











By James Bartholomew in London 


L itigation over the collapse of the Inter- 








national Tin Council (rrc), which 

started in 1986, continues to drag on 
remorselessly. As one of the brokers in- 
volved in the case says: “It feels like a life sen- 
tence.” 

The latest development in the courtroom 
epic wasa decision by the High Courtin Lon- 
don that seems favourable to the aggrieved 
brokers and bankers who are owed money 
by the rrC. The court ruled that members of 
the rrc do not have immunity against claims 
for damages based on alleged reckless or 
fraudulent misrepresentation. But the bank- 
ers and brokers are not celebrating yet. 

The High Court made clear that claims for 
damages of this sort could fail because under 
the Statute of Frauds (Amendment Act) of 
1828 the alleged "fraudulent misrepresenta- 
tion" has to be in writing. 

[n any event, the case will now go to the 
Court of Appeal, with both sides appealing 
against various aspects of the High Court 
judgment. It will then, doubtless, go to the 
House of Lords. The brokers are hoping that 
the Lords may regard the Statute of Frauds 
1828 and its insistence on the written word as 
not wholly applicable in the modern world. 

Separately, other litigation against the ITC 
and its members has made progress. This in- 
volves the more basic issue of whether ITC 
members should pay the debts of the ITC. 
The House of Lords is due to hear the argu- 
ment in June this year. 


Slow motion battle 


The Lords will decide on an application 
for a receiver to be appointed to the ITC and 
whether council members are liable for the 
ITC's debts. A decision of the Appeal Court 
last year favoured the ITC members. 

The brokers and banks are hoping that 
the House of Lords will reverse that decision 
and rule that the ITC was in reality an agent 
for the member countries and that the mem- 
bers are therefore liable for the council's 
debts. 

There are also several associated legal ac- 
tions. Among them is an attempt by Mac- 
laine Watson, one of the brokers, to get the 
European Court of Justice in Luxembourg to 
rule that the European Community, which is 
one of the 24 members of the ITC, is liable for 
the rTC's debts. 

Meanwhile, the price of tin has rallied 








which values it at M$196 million on total as 
sets of about M$1.1 billion. Bank Buruh à 
about half that size, with assets of M$513 mil 
lion, as of June last year. 

On book value, therefore, it is probably 
worth about M$100 million, but the scarcity 
value of its commercial banking licence 
would probably double that figure. The bank 
is also expanding rapidly and expects to have 
branches in the four main urban areas by the 
end of this year. 

Normally, companies are not permittec 
to buy more than 20% of commercial banks 
but an exception may be made for Bank 
Buruh. In addition to the 58.7% CCB stake 
under BN's control, small minority stakes in 
the bank are held by two other cooperatives 
— Koperasi Maju Jaya and Koperasi Pelbagat 
Nesa — both of which were taken over by BN’ 
last year and are now facing receivership 
applications. It is possible, therefore, that 
around 75% of the bank may be available. m 


strongly this year. It reached M$22 (US$8.06) 
a kg in Malaysia and £4,730 (US$8,313) a 
tonne in Europe, compared with less than 
M$20 at the beginning of the year and only 
M$14-14.50 in the immediate aftermath of 
the council's collapse in mid-1986. 

Analysts see the rise as a normal reaction 
to the sharp decline in prices. In the run-up to 
the market collapse, a mountain of stock was 
built upina reckless attempt to keep pricesin 
the stratosphere. Once that effort failed, the 
price plunged. This, in turn, led to mine clo- 
sures, increasing consumption and a fall in 
stock levels. Prices are now on the rise again, 
encouraged by the high prices paid for other 
metals, notably aluminium which has some 
uses in common with tin. 

The outlook remains good for the tin 
price. London broking house Rudolf Wolff 
predicts that stocks will continue to fall as 
consumption goes on rising. Wolff does not 
expect any fireworks but with stocks so low 
(only 2,870 tonnes on the London Metal Ex- 
change, compared with 78,500 tonnes on 24 
October 1985 when the ITC collapsed) fur- 
ther price rises are expected. The price is still 
less than half the peak of over £10,000 a tonne 
reached in 1985. m 
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London Metal Exchange: price rises expected. 
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Standards of vision 


he new US administration’s top 

technological priority is not the 

“Orient Express" space plane 

which would shorten travel from 
the US to Asia to a few hours, or Star Wars, 
but television. 

Not any ordinary television, but high- 
definition television (HDTV), a new type of 
wide-screen, high picture-quality television 
that some predict will grow into a market 
worth tens of billions of US dollars by the be- 
ginning of next century. 

Many in US Government and industry 
argue that the changeover from conven- 
tional television to HDTV sets is a tremendous 
opportunity for the US to get back into con- 
sumer electronics. But HDTV is not just an op- 
portunity, they warn, it is also a threat. 

The new TV sets will devour microchips in 
vast quantities. Failure to produce those 
chips could conceivably put US semiconduc- 
tor makers, and the computer firms they 
support, at a competitive disadvantage. 

Such concerns have lead recently to a 
series of developments in the US. In De- 
cember, the Pentagon’s Defence Advanced 
Projects Research Agency announced two 
HDTV-related development contracts worth 
around US$30 million for research into chips 
that would be used in the new sets. 

And in early January, a group of 16 com- 
panies, including the computer makers 
Apple, DEC, Hewlett-Packard and IBM, and 
chip makers like Motorola and Texas Instru- 
ments, announced that they were contribut- 
ing a reported US$5,000 each to draw up a 
business plan fora consortium that would do 
HDTV-related research, license technology 
and possibly even make sets itself. This 
group was later joined by telecom giant 
AT&T, which claimed that HDTV was "a rare 
quantum leap in technology." 

Incoming US Secretary of Commerce 
Robert Mosbacher says that HDTV will be one 
of his department's top priorities, and that he 
strongly supports the formation of a domes- 
tic consortium to develop HDTV. Govern- 
ment agencies and industry representatives 
gathered in Washington for congressional 
subcommittee hearings on HDTV in late Feb- 
ruary at which discussion focused on how 
the US should go about catching up with the 
competition, particularly Japan. This would 
not be easy: the Japanese have been develop- 
ing their version of HDTV for 20 years, and the 
Europeans are in hot pursuit. The US has yet 
to decide on a standard for HDTV. 

Indeed, the US barely even has a televi- 
sion industry. The only television maker re- 
maining in US hands is the ailing Zenith, 
nalial leac abant 14% of the market, trailing 


the French company Thomson and the 
Dutch multinational, Philips. Most televi- 
sion manufacturing has long been exported 
to Asia: Whole areas of expertise no longer 
exist in the US. 

Not so long ago, it seemed inevitable that 
Hi-Vision, the standard proposed by Japan's 
national broadcasting network, NHK, would 
be adopted in the US, too (REVIEW, 11 Aug. 
'88). US broadcasting companies favoured 
Hi-Vision and had agreed to adopt it as their 
studio-production standard. 

With its wider screen and the fine resolu- 
tion, Hi-Vision is a joy to behold. But the sys- 
tem also has serious problems. Unlike the 
European proposal D-MAC, Hi-Vision is in- 
compatible with current standards (though 
the Japanese claim that a cheap adaptor can 
be used to enable existing sets to receive Hi- 
Vision pictures). Another problem is that, to 
transmit the extra picture information, Hi-Vi- 
sion needs a much broader waveband than 
conventional television, and available fre- 
quencies, especially in the US, are limited. 

Assuming Japan successfully launches 
the broadcasting satellite from which HDTV 
pictures are to be transmitted, marketing of 
Hi-Vision sets in Japan will begin next year. 
But for all the much-vaunted Japanese love 
of new gadgets, the popularity of the new 
sets is open to question. 

The sets will initially be very expensive — 
the Japanese Government would like to see a 
shop price of around US$4,000, but makers 
are not optimistic. There also will be little 
programming available when the three new 
HDTV channels start. But the biggest obstacle 
is size: the new sets are huge, about as big as 
a bathtub turned on its side. Squeezing them 
into the average Japanese home is not going 
to be easy. 

Nor is this a simple problem to resolve. A 
wide screen is necessary for the full benefit of 
Hi-Vision, but conventional cathode ray 
tube-technology means such a screen is also 
very deep. There is much talk about flat 
panel displays that can be hung on a wall like 
a picture, but suitably large, colour versions 
of these are at least several years away from 
commercialisation. 

The two most promising technologies — 
liquid crystal, and NHK's choice, plasma — 
both have serious drawbacks. That is why, 
even though Japanese manufacturers lead 
the world in display technologies, Japan's 
Ministry of International Trade and Industry 
is backing a consortium to attempt to crack 
the problems of making big displays. 

Such difficulties will inhibit widespread 
acceptance of Hi-Vision in the short term, 
which in turn will prevent economies of scale 


needed to bring prices down. Such delays, 
argue US HDTV proponents, offer the US the 
chance to regroup and counter-attack. 

Their optimism stems from the fact that, 
unlike previous generations of television, 
HDTV will be largely based on digital technol- 
ogy, an area where the USis still ahead. HDTV 
will be a kind of computer. 

Computers and Tv sets have been con- 
verging for some time. The "improved defi- 
nition" TV sets that have been in the shops for 
some time rely on digital technology for their 
fancy "trick plays” (as the Japanese call them) 
such as double-scanning, picture-in-picture, 
freeze-frame and zoom. And in January, 
Apple unveiled a version of its Macintosh 
personal computer that was capable of limit- 
ed, full-motion video. 

Most observers agree that, if the US is to 
participate in HDTV market development, it 





Catching up with the Japanese. 


must decide upon a standard by next year. 
This standard will have to be broad enough 
to encompass compatibility with conven- 
tional sets, while allowing for innovation. 

Such a standard is an exciting prospect, 
but it will by no means ensure the revival of 
the US television industry. No matter what 
the standard is, the Japanese will be able to 
make HDTV sets, and probably make them 
cheaper and better, too. Most interesting is 
that the new Tv sets will rely increasingly on 
software for their performance. For example, 
to digest the coming week's television guide, 
and pick out likely programmes for viewing 
based on what the set already knows about 
its owner's preferences. 

Considerable opportunities for coopera- 
tion between US companies, with their skills 
in digital design and original software, and 
Japanese firms, with their linear technology 
and manufacturing knowhow, could occur. 
How much better opportunities a govern- 
ment-backed consortium would provide is 
difficult, at this point, to determine. 

= Bob Johnstone 
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In even better shane 


E alks between British and Hongkong 
T aviation officials from 14-18 February 
have eliminated a 2-1 imbalance in 
^ — traffic rights on the route between London 
and Hongkong which formerly favoured 
Co British-based airlines, and which will now 
"57^ permit a substantial increase of capacity on 
s. the route. 
ay They have also led to whatis a full, formal 
_ air service agreement (ASA) between Britain 
. and Hongkong in all but name, as it between 
- separate states. Some officials hope this will 
encourage China to take the same view of 
- Hongkong's status in similar air-route talks 
- with the territory. These are due to be re- 
«sumed in London in April, following an ear- 
NE lier round in January which ended in dead- 
Eu ~ However, the talks with Britain failed to 
es * remove one irritant for China which is delay- 
ing resolution of the9-1 imbalance in China's 
->> favour in scheduled flights between China 
< and Hongkong (REVIEW, 23 Feb.) — a weekly 
oo British Airways (BA) flight from London to 
2 Peking via Hongkong. 
Until the talks in London, BA and British 
Um Caledonian Airways (BCal), both based in 
.... Britain, and Hongkong-based Cathay Pacific 
-.. Airways were each allowed 10 passenger 
Boeing 747 flights a week, with cargo flights 
not specifically covered. 
Before the new agreement, Cathay had 
reached its full allocation of 10 flights a week, 
t5" and also had five all-cargo services on the 
> route, four via Frankfurt. BA was flying nine 
- services a week and BCal six, with no cargo 
+ services. These lopsided arrangements were 
. determined when BA lost its monopoly on 
. the route in 1980, which at the time it treated 
< asa domestic British route because of Hong- 
< kong'slegal status as a colony. 
: The need for new arrangements was 
sparked by BA's takeover of BCal last year. 
. Underthe new deal, BA and Cathay can have 
up to 21 flights a week each, for either pass- 
engers or cargo, with the possibility of add- 
< ing more later. 
Cathay will operate 14 passenger flights a 
week from mid-summer and will jump to 
' seven cargo flights a week from spring next 
year (when its third freighter arrives). The re- 
. maining fiction of separate BCal flights, 
vhich BA had been maintaining, will disap- 
pear by 26 March. 
Some sources close to the talks feel that 
. the issue of BA's Hongkong-Peking service is 
regarded as a bargaining chip by Britain. BAis 
restricted to 150 passengers per flight, and 
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then only passengers it has brought to Hong- 
kong on its own services. The Civil Aviation 
Administration of China (CAAC) regards 
Hongkong-Peking as a domestic service 
within China. 

For Hongkong, the service is one of the 
negative features of the 1979 ASA between 
Britain and China, in which CAAC's access to 
Hongkong was traded off in favour of BA's 
interests. The agreement contains a "de- 
struct button," in that if the BA service via 
Hongkong is stopped, a review of the entire 
Hongkong-China air services picture be- 
comes compulsory — something Hongkong 
would obviously like, but which CAAC and 
BA would not. 

As long as CAAC has an overwhelming 
advantage in numbers of flights (and about a 
2-1 advantage in seats offered if charter 
flights by Hongkong's Dragon Airlines to 
China are included), CAAC is hardly likely to 
press the button. 

Further, if pushing the buttonbrought re- 
taliation from British officials in the form of 
stopping all scheduled flights between 


China and British territory, including Hong 
kong, then CAAC stands to lose 63 flights 
week, while Cathay would lose only il 
weekly seven. And if BA is to stop flying th: 
route, which it claims is profitable, it wil 
want compensation. 

In the short term, Hongkong is working 
to establish political bases and methods o 
working with Chinese officialdom via the 
Joint Liaison Group, which is enlarging or 
areas in which only general intentions were 
coditied in the Sino-British joint declaratior 
of 1984 concerning Hongkong'sfuture. — 

In the longer term, the British-Hongkong 
agreement is regarded as helpful, but not 
helpful enough — BA is the only outside car- 
rier serving the Hongkong-Peking route,. 
while CAAC is one of the few carriers serving, 
Hongkong to have no "beyond" rights, 
though these could well be granted if there: 
was enough in the deal to satisfy Hongkong, 
officials. CAAC can also be seen as, in effect, 
Hongkong's second airline after Cathay, 
since it accounts for more than 11% of Hong- | 
kong's passenger throughput. 

Some observers believe the current sit- 
uation is more confused than in 1984, 
when CAAC was forced to back down at 
the last minute so that the joint declaration 
could go ahead. And they are concerned that 
the next Sino-British air-talks round in 
April will produce nothing more than a 
shopping trip to London for Chinese offi- 
cials. n 
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The OECD gives a mixed review to — s aid effort 


On Tolo s terms 
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By Anthony Rowley in London 
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Ithough Japan is likely soon to become 
the world’s leading aid donor to de- 


veloping countries, the terms of its aid 
to the poorest countries remain hard and 
Japan’s general concept of how aid should be 
used remains unsophisticated. 

This is the conclusion to be drawn froma 
review of Japan’s aid effort by the OECD. 
Japan is one of the 18 leading industrial na- 
tions which make up OECD’s Development 
Assistance Committee (DAC) and which 
jointly account for the major part of interna- 
tional aid. 

Praising Japan for becoming a “major 
source” of official development assistance 
(ODA) and the largest provider of total net fi- 
nancial resources to developing countries, 
the OECD committee suggests that “Japan is 
likely to become the largest donor among 
DAC member countries in the near future.” 
But it also offers a number of criticisms. 

Japan “fails to comply with the DAC re- 
commendation on the financial terms of as- 


sistance and the terms of aid to the least-de- 
veloped countries remain relatively hard.” 
The share of grants (rather than loans) in 
Japan's ODA is one of the lowest among DAC 
countries. 

The committee has "urged the Japanese 
authorities to continue to improve the finan- 
cial terms of their aid to the least-developed 
and other low-income developing countries 
by expanding their grant aid and by further 
softening loan terms.' 

Japan also needs to address critical deve- 
lopment problems in developing countries 
ona "broader front than in the past," the DAC 
suggests. Japanese aid has traditionally been 
concentrated on financing economic infra- 
structure. It should now be directed more 
towards "high priority" areas such as policy- 
related assistance, environment and institu- 
tional development. 

Japan is praised, however, for liberalising 
its procurement policies to the extent that 
nearly two-thirds of its ODA loan commit- 
ments are no longer tied to the purchase of 
equipment from Japanese suppliers. æ% 





n ugly idea is preparing once again 
to poke its head out of the protec- 
tionist muck in the US — and East 
| Asian nations will be the losers, if it 
Minds acceptance. 

Instead of letting foreign countries allo- 
'ate the rights to US textilé import quotas, 
American textile industry lobbies are saying, 

»why not auction off the quota in the US to the 
nighest bidder? 

Why let foreign companies go on trading 
quotas like the commodity they have be- 

“come, proponents ask. Why should the pro- 
Wits from “quota rents" go to foreign export- 
E and quota brokers? Surely it would be 
tter for the financially-strapped US Treas- 
ury to reap a windfall which by some esti- 
mates would surpass US$1 billion a year. 

Never mind the danger that instituting a 
quota auction system in the US could set off a 
crisis of unravelling international trade 
agreements and conventions which, how- 
ever restrictive and unsatisfactory, underpin 
world trade. So say hopeful auctioneers, 
anyway. 

Although George Bush appears little 
more inclined to accept nakedly protectionist 
legislation than his predecessor, Asian na- 
tions cannot afford to be overly complacent. 

If the biggest textile and garment market 
in the world — last year worth more than 
US$200 billion — adopted an auction sys- 
tem, the disruption to existing international 
production, distribution, and marketing net- 
works would be massive. 

Auctioned quotas would be an unmiti- 
gated disaster for Hongkong, Taiwan, South 
Korea, and China. The first three have long 
been the dominant suppliers to the giant US 
market, while China has joined the top ranks 
only in the past few years. 

Most immediately, the region's manufac- 
turers and exporters would lose their as- 
sured share of the US market. One unin- 
tended consequence of the quota system that 
has evolved since the Multi-Fibre Arrange- 
ment (MFA) was first passed in 1974 (and re- 
newed three times so far) has been that the 
allocation of quota shares based on historical 
export levels have secured Hongkong, 
Taiwan, and South Korea in the leadership 
positions they enjoyed even then. 

While other countries have been able to 
increase their textile and garment exports to 
the US — in some cases substantially — only 
China has joined the leaders. And this was 
due more to its geopolitical muscle in extract- 
ing higher allowable growth rates than to its 
manufacturing prowess. 

At the company level, quotas are a matter 
of life and death. A sweater manufacturer in 





INVISIBLE HAND 


Hongkong, for example, may control quotas 
(given him by the Trade Department) for, 
say, 100,000 dozen sweaters that may be sold 
to US importers or wholesalers. Not at any 
price, naturally. He still has to meet the cus- 
tomers' price and quality conditions. 

Butsince the US sharply limits how many 
sweaters can be imported each year, our 
Hongkong company's product becomes, in 
effect, a scarce good whose sale is assured. 
And each year, so long as he sells most of his 
allotment, he will receive a modest increase, 
based on the terms of the textile agreement 
between the Hongkong trade authorities 
and the US Government. 

Under the quota auction proposal, how- 
ever, quotas would no longer be distributed 
at the exporter's end. Instead, US importers, 
retailers, or manufacturers (and US-based 
subsidiaries of foreign companies) would bid 
for a share of the global quota for a particular 
category of product. The successful bidder 
would then be free to import the product 
from anywhere. In these circumstances, 
even if our Hongkong sweater maker landed 
a big sales contract one year, he would have 
noassurance about the following year — and 
thus no basis upon which to make long-term 
investment and other business decisions. 

Some economists in the US like the quota 
auction concept because it would favour the 
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Textile import protest: disaster. 
most competitive suppliers, thus be more 
equitable. In fact, the notion of auctioning 
quotas can — in theory — be seen as a 
liberalising measure. This is because, accord- 
ing to trade theory, quotas restrain trade 
selectively; tariffs are better, because they 
permit access to anyone willing to pay the 
premium. Accordingly, quota auctions are 
sometimes proposed as a transitional mea- 
sure that may enable the textiles import con- 
trol regime to be transformed over time to a 
tariff-based system. 

This idea no doubt appeals to armchair 
trade strategists. Yet the reality of US trade 


What price quotas? 


politics is such that "temporary" protection 
becomes permanent. The ostensibly 
liberalising rationale for auctions would al- 
most certainly be abandoned once a new sys- 
tem and (and new bureaucracy) wasin place. 

More immediately, quota auctions could 
kill the multi-billion dollar garment indus- 
tries of Hongkong, Taiwan, and South 
Korea, all of which now have far higher la- 
bour and other costs than many of their com- 
petitors in Asia and elsewhere. 

This would not be the only consequence. 
Quota auctions would entail the unilateral 
abrogation of bilateral textile agreements that 
the US has negotiated with 43 countries 
under the terms of the MFA, now due to ex- 
pire in 1991. It also would probably deal a 
death blow to the continuing Uruguay 
Round on renewing the Gatt. 

The Gatt talks, supposedly aimed at 
liberalising the international trade regime, 
have already been brought close to breaking 
point by strains over agricultural subsidies - 
and other thorny issues. Those nations hit 
hardest by the shift to quota auctions would 
have a right under the terms of Gatt to de- 
mand compensation from the US, and if it 
were not forthcoming, to retaliate in some 
manner of their own choosing. 

Why should the US run these risks? Well, 
we can hope that common sense may yet 
prevail. But the reason some in the US are 
willing to risk such dire consequences lies in 
the textile lobby's hidden agenda. If a big US 
manufacturer wants to bash the foreign com- 
petition, what better way than to bid for great 
chunks of quota — and then sit on it. 

The cost of buying the quota might easily 
be compensated by the ability to raise 
domestic sales prices, in the absence of for- 
eign competition. | 

The experience of Australia and New 
Zealand, which have both used limited auc- 
tion systems since the early 1980s, is not en- 
couraging. In both countries, domestic gar- 
ment makers have taken to buying quotas as 
a way of keeping imports out, despite having 
to put up as much as 10-20% of the purchase 
price as security. This type of "market sup- 
pression" limits consumer choice and puts 
up prices. 

The potential for abuse in the US would 
be much greater — the magnitude of the 
market would make the potential rewards 
for a company able to command market 
share all the greater. 

The existing system of the international 
textiles trade is one that not even a mother 
could love. But in this case, the devil we 
know is clearly better than the one we do not. 

= Carl Goldstein 





Let's rewrite the rules 


here is a general awareness that 
over the past decade and a half, the 
Gatt system which regulates world 
trade has been working less and 
less well. There is now considerable discon- 
tent with Gatt: grievances over particular 
principles, rules or procedures of the agree- 
ment, and over their observance, their in- 
terpretation or their enforcement. 

Itis true that weaknesses in Gatt are being 
addressed in the Uruguay Round of multilat- 
eral trade negotiations in Geneva. Those 
talks, however, are not proceeding with 
much sense of urgency. Indeed, they have 
stalled, producing the crisis the negotiations 
probably need if they are going to yield 
worthwhile results. 

Over recent years, there have been deve- 
lopments which suggest that the two eco- 
nomic superpowers of the Western world 
are losing interest in the Gatt system. 

TheUS, after denying itself for solong the 
option to negotiate bilateral or regional-trade 
agreements with other countries, has taken a 
leaf out of the EC’s book. It has taken an eco- 
nomic initiative in the Caribbean, 
negotiated free-trade areas with Is- 
rael and Canada, and is discussing a 
series of sectoral trade arrangements 
with Mexico. 

As for the EC, which has already 
negotiated a trading bloc of bilateral 
or regional-trade agreements, it is 
today concentrating its political ener- 
gies on creating a unified market by 
the end of 1992. This endeavour, in 
the light of how the EC has resolved 
internal problems in the past, is 
generating fears of a Fortress 
Europe. 

These developments have re- 
vived speculation about the world 
economy fragmenting into trading 
blocs. The stage has been reached 
where the survivalof the Gatt system 
is in question. Even Gatt officials speak of the 
Uruguay Round negotiations as the last 
chance for Gatt. Yet it is difficult to think 
what might replace it. 

From timeto time, politicians or commen- 
tators or public officials suggest, often out of 
frustration over a major trade dispute, that it 
might be a good thing for the Gatt system to 
be replaced. They have talked glibly of 
negotiating a new set of rules. 

The choice facing the world economy, for 
the foreseeable future, is quite stark. Either it 
has Gatt rules or it has none. This is not to say 
that Gatt rules should be left as they were first 
written more than 40 years ago. On the con- 
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By Amnuay Viravan 


trary, many of the Gatt’s provisions would 
benefit from reasoned discussion and 
amendment. Gatt is the only sensible start- 
ing point for any discussion on the reform of 
the international trading system. 

There are fundamental differences which 
account for the difficulties governments 
have had in reaching agreement. These dif- 
ferences are notso much between developed 
and developing countries as among the de- 
veloped countries themselves. This becomes 
clear when reflecting on the different ele- 
ments in the deterioration, or erosion, of the 
Gatt system. 

In 1985-86, I chaired a study group of the 
Trade Policy Research Centre, an interna- 
tional think-tank based in London. The 
study group prepared a report for the UN on 
the reform of the international trading sys- 
tem. A first draft of the report, Trade Routes to 
Sustained Economic Growth, identified five ele- 
ments in the deterioration of the Gatt system. 

The most serious threat to the system has 
been the erosion of the principle of non-dis- 
crimination, requiring its members to accord 





each other most-favoured-nation (MFN), or 
"equal," treatment except when, under con- 
ditions laid down in Article XXIV, a free- 
trade area or customs union is being formed. 
The principle has been eroded by preferen- 
tial agreements, many negotiated by the EC, 
and by bilateral agreements covering “trou- 
bled" industries in developed countries, 
often by the EC or the US. 

Once the major trading countries cease to 
respect the MEN principle, discrimination is li- 
able to become the norm. Thereafter, further 
and progressive increases in protection are 
almost inevitable because the system loses its 
one effective sanction — retaliation by the 





major 
other. 

The second element in the Gatt's deteric 
ration has been the abandonment of the 
norms of the market economy in the domes 
tic policies of the major trading countries 
This can be seen in the growth of discretion 
ary government intervention in the marke 
process — especially subsidies. It is difficult ic 
not impossible to maintain an internationa | 
trading system, based on market principles 
in the face of governments insisting on ar 
unfettered right to subsidise. 

Third, there seems to be these days an ob: 
jection to the very idea of "comparative ad- 
vantage,” never mind subsidised competi: 
tion. Acceptance of the notion that competi- 
tion is not legitimate with those who enjoy 
cheaper labour or cheaper raw materials or 
cheaper land, undermines the basis for 
trade, so creating conflicts. 

Partly because of this resistance to funda- 
mental shifts in comparative advantage, the 
Gatt’s provision for emergency protection, 
set out in Article XIX, has proved to be un- 
workable. This provision, like the 
rest of the Gatt, requires any resort to 
emergency protection to be applied 
on a non-discriminatory basis. But 
many countries in Western Europe 
believe that protection should be di- 
rected against “disruptive” suppliers 
only — the one or two that are highly 
competitive. They wish to be free of 
the need to adjust to the most com- 
petitive sources of supply, even 
though they will be met in third- 
country markets. 4 
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he fourth element in Gatt's 
deterioration has been the 
handling of agriculture. In 
1955, the US obtained a 

waiver of Gatt rules that exempted 

import restrictions on any agricul- 
tural product from the general prohibition of 
quantitative import restrictions. The waiver 
set a precedent for other countries, specially 
EC members, but also others in Western 
Europe. 

As a result, temperate-zone agricultural 
products have been treated as a "special 
case," which has effectively put them out- 
side the process of trade liberalisation. Thus 
little or no impact has been made on the ris- 
ing trend of protection afforded to agricul- 
tural producers in industrialised countries. 

Finally, a defined developing-country 
group has emerged in the Gatt system. A 
major reason for this has been the protec- 











mist reactions in developed countries to- 
„wards industrialisation in developing ones. 
wweveloped countries have resisted adjust- 
“ent to imports of manufactures and semi- 
Manufactures from developing countries 
rough informal and discriminatory mea- 
ires — export-restraint arrangements, 
ymetimes said to be "voluntary." 
For these reasons, the Gatt's member 
ountries have not been able to check the 
»pread of “new protectionism,” by which is 
meant the resort to subsidies and other non- 
«riff measures, including export-restraint 
"arrangements. And we have seen the 
^mergence of separate systems of protection 
‘or whole industries such as textiles and 
Jothing, steel, ships and cars. 
"In short," the report concluded, "trade 
licy is being used in order to support anti- 
competitive policies and to spread anti-com- 
E market structures throughout the 
rld. This being so, one of the most impor- 
ftant aspects of the Gatt system is being de- 
wstroyed; the automatic accommodation to 
"change which is inherent in the right to buy 
and sell over bound MEN tariffs. This change, 
in turn, makes for conflict and cumulative 
maladjustment in the world economy." 

In preparing for a new Gatt round, 
governments acknowledged that priority 
should be the strengthening of the Gatt sys- 
tem, otherwise agreements on the liberalisa- 
tion of trade might not endure for long. 

The crisis in the Uruguay Round centres 
around the negotiations on agriculture. 
Ministers and officials involved in the 
Uruguay Round talks appear confident that 
the deadlock over agriculture will be broken 
soon, if only because "everyone knows" that 
the consequences of failure for the interna- 
tional trading system, and for the world 
economy, could be catastrophic. 

Others close to the negotiations are not so 
confident. As the Montreal mid-term review 
of the Uruguay Round was ending, Sen. Bill 
Bradley, one of the leaders in the US Con- 
gress on trade issues, suggested that if the 
deadlock is not broken an effort should be 
made by the countries in the Asia-Pacific re- 
gion to salvage something from the negotia- 
tions. 

Since the effort to launch a new Gatt 
round began in 1982, senior US trade officials 
have indicated that the US is ready to con- 
sider free-trade areas with countries in the 
Asian-Pacific region. The idea has been 
raised with Asean, with Australia and New 
Zealand and with South Korea. The clear 
preference of these smaller countries in the 
Asian-Pacific region is to pursue trade 
liberalisation on a multilateral basis. 

The US has also mooted the idea of a free- 
trade area with Japan. In Washington, the In- 
ternational Trade Commission has studied 
the implications for the US, while in Tokyo a 
study is being undertaken in the Ministry of 
International Trade and Industry (Miti). 
Another Miti study is exploring the implica- 
tions for other countries of a free-trade area 


between Japan and the US. In Japan, how- 
ever, thereis alsoa clear preference for a mul- 
tilateral approach to trade liberalisation. 

In the US, too, there is still a clear prefer- 
ence for the multilateral approach, but pa- 
tience is running out. The new trend in US 
thinking was spelt out quite explicitly by 
James Baker, then secretary of the Treasury, 
in a speech in Toronto last June. 

Baker noted the protectionist mood in the 
congress, then referred to an alternative ap- 
proach to trade liberalisation which "seeks to 
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economy . . . is quite stark. Either 
it has Gatt rules or it has none. 
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move nations towards a more open trad- 
ing system through a strategy of consistent, 
complementary and reinforcing actions on 
various international fronts, bilateral and 
multilateral . . . If all nations are not ready to 
liberalise trade, we will begin with those that 
are and build on that success." 

For more than 20 years, the idea of a 
Pacific Community, in various forms, has 
been argued back and forth by academic 


economists in annual Pacific Trade and De- 
velopment Conferences, by business leaders 


in the Pacific Basin Economic Council and, 
more recently, by academics, businessmen 
and senior officials in the Pacific Economic 
Cooperation Committee. 

Early last year, Allen Wallis, the under- 
secretary for economic affairs, suggested that 
the time had come to discuss the question of 
establishing an Organisation for Pacific 
Trade and Development. Shortly after, the 
question was taken up by George Shultz, 
then US secretary of state, in two or three 
speeches in the Asian-Pacific region. 

The latest proposal came from the Aus- 
tralian Prime Minister Bob Hawke during his 
recent visit to Thailand. He urged dynamic 
countries in Asia and the Pacific region to 
form a new regional institution, an Asian- 
Pacific version of the OECD to analyse and 
consult on economic issues and to counter 
protectionism in international trade. 

All this suggests that Asian-Pacific coun- 
tries may be ready to discuss closer economic 
cooperation on a regional basis, but there is 
not yet a readiness to cooperate in forming a 
trading bloccentredon either Japan or theUS 
or both. Perhaps the time is fast coming 
when the countries of the Asian-Pacific re- 
gion should explore what they can do to- 
gether to impart a fresh political impetus to 
the Uruguay Round negotiations. a 


Amnuay Viravan is executive chairman of the 
Bangkok Bank, Thailand's largest bank, and a 
former Thai deputy finance minister. 





ENERGY 


China's coal shortage forces cuts in electricity supply 


Struggle for power 








By Rc Robert Delfs in Peking 


nergy shortages in China have 
E reached a critical level in recent 
months. The number of factories re- 
duced to operating just five or even three 


days a week grew rapidly in the second half 
of last year. About a third of the country’s in- 








China's energy squeeze 
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dustrial capacity is now affected by power 
shortages. In many cities, residents are limit- 
ed to just 12 hours a day of electricity. 

None of China's four major power grids 
received its full allocation of coal last year. But 
the East China power network suffered the 
worst cuts, receiving only 86% of its planned 
coal supplies. 

Electric power consumption in the east- 
em province of Jiangsu, China’s biggest in- 
dustrial producer, has fallen more than 30% 
below planned targets, close to 1982 levels, 
as nearly 40% of the province’s power plants 
have stopped working because of lack of 
coal. Up to a third of industrial enterprises in 
parts of south Jiangsu have been shut down 
because of power shortages, the People’s 
Daily reported on 29 December. 

Further cuts in power supplies are ex- 
pected as more generating plants are shut be- 
cause of a shortage of fuel. Coal stocks are 
down to just two days’ supply in some 
Shanghai power plants, and the nearby 
Baoshan Iron and Steel Complex may be 


iur ea tu suspend productión because ot a 
shortage of coking coal. 

But China's power problems are not limit- 
ed to the east coast, nor are they limited to 
coal. Petroleum stocks are down to 30 days' 
supply nationwide, about half the normal 
level. 

Hunan province generated only 1,237 
kWh of electric power in January, down 
more than 10% on levels of a year ago. Fac- 
tories are working limited hours in Sichuan, 
Tianjin, and in the northeast, where coal 
shortages have been aggravated by drought 
conditions which have reduced hydroelec- 
tric power generating capacity. 

Power shortages would appear to be a 
more important factor in the January slide in 
industrial output than the government-man- 
dated crackdown on spending and invest- 
ment. 


he slowdown in industrial growth 
i this year “would have happened any- 


way" duetoelectric power shortages, 
vice-director of the Shenyang Structural Re- 
form Commission Guang Weiguo told the 
REVIEW. Shenyang is now experiencing 
power cuts three to four days each week. A 
new coal-fired power station, which is sup- 
posed to be finished by 1991, will satisfy only 
a third of Shenyang’s present excess de- 
mand, say officials. 

The inadequacies of China's rail network 
are the main reason for the current severe 
shortages, Premier Li Peng said in January. 
He called for the transport of coal from 
Shanxi province, the country's leading coal 
producer, to be made a priority in the new 
state plan to ensure better supplies. 

But some officials have blamed corrup- 
tion for the power shortage. The reason 
major networks failed to receive their allo- 
cated supply of coal is that 8 million tonnes 
were diverted for sale at higher free market 
prices, China's Ministry of Supervision said 
in February. 

Other analysts cite artificial barriers to the 
sale of coal by small-scale pits in the collective 
and private sector. But the failure of state- 
owned mines, which are subject to unified 
quotas, to deliver agreed amounts of coalis at 
least partly due to shortfalls in production. In 
contrast, mines not covered by the state plan 
have surpassed both production and deliv- 
ery targets, economist Yan Kalin argued in 
Peking’s Economic Daily in December. 

As a result, Yan said, major urban power 
plants, which are allocated coal at lower 
state-fixed prices, have been forced to close 
due to shortfalls in deliveries. Meanwhile, 
some smaller power plants in counties and 
towns, which purchase higher priced coal 
not covered by the state plan, have con- 
tinued in full operation. 

Li Peng’s January energy statement on 
also called for a return to the policy of en- 
couraging small- and medium-sized coal 
mines, as wellas the continued development 
of large state-owned pits. 





But the 8 million tonne shortfall in de- 
liveries to major generating grids last year, 
equivalent to about 16-19 billion kWh of elec- 
tricity, still represents only a quarter of the es- 
timated total power shortfall. 

A decade ago, China’s consumption of 
commercial energy per US dollar of GNP was 
three-and-a-half times the average of other 
low-income developing countries. The 
energy efficiency rate for coal is extremely 
low — about 60% of the level reached in the 
West — and as much as 30% of physical out- 
put could be uncombustible waste. 

Starting at this low base, the first phase of 
improvements in energy savings and effi- 
ciency was relatively cheap. China was able 
to maintain an average industrial output 
growth in excess of 12% — twice the average 
rate of growth of energy production — from 
1980 to 1986. 

But the gap between industrial growth 
and energy production has widened rapidly 
over the past two years. Annual growth in 
industrial output has averaged 16.2% from 
January 1987 to November 1988, more than 
four times the 3.9% average growth in 
energy production. The ratio between 
installed power generation capacity and con- 


sumption deteriorated from 1:2.5 in 1986 
1:2.8 in 1987 and is now nearly 1:3. 

Such data suggests that the high-spee 
economic growth of recent years has led to 
cumulative increase in demand for energ 
that cannot be met by any realistically achie* 
able combination of production increase 
and efficiency gains. 

Distorted prices have long been viewe 
as one of the major factors contributing t 
overly rapid growth of processing industrie 
and under-development of energy and raw 
materials. 

But planners, according to Li Poxi of th. 
State Councils development researc] 
centre, have been reluctant to make large ad 
justments in energy prices. Under the pre 
sent inflationary conditions and given th 
lack of elasticity in either supply or demana 
for most energy products, higher energ 
costs would contribute to a rise in the genere 
price level but yield little short-term gains is 
production. 

Since profitability is only one, and often. 
minor factor, in channelling investmers 
funds, it is possible that higher energy price: 
will not lead to significant increases in energy 
investment even over the longer term. 





ECONOMY 1 


New Zealand's economic gains in the balance 


Reforms at risk 





By Colin James in Wellington 





D avid Caygill, the new New Zealand 





finance minister, says the economy 

is "teetering on the brink of recov- 
ery." That is as good a description as any of 
the fragility of the success of “Rogernomics,” 
the programme of economic liberalisation 
and restructuring Caygill’s predecessor, 
Roger Douglas, implemented for four and a 
half years. 
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Douglas: tough action. 
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Douglas was fired on 14 December after 
saying he could no longer work with Prime 
Minister David Lange. With the accession of 
Caygill in Douglas' place and talk by both 
Caygill and Lange of raising personal and 
corporate tax rates from the low levels to 
which Douglas reduced them last year, busi- 
ness and commentators are asking: has the 
experiment ended? 

Caygill says it has not and has declared he 
will implement “Rogernomics, Stage II." But 
business, which mostly wants to see Roger- 
nomics continued, is unsure whether 
Caygill’s idea of "Stage II" is quite what 
Douglas had in mind. So business has.put 
development plans on hold — with poten- 
tially damaging results for the economic 
recovery that appeared to be emerging in 
the second half of 1988, and the prospect 
of the economy climbing out of its deep re- 
cession. 

Douglas himself has claimed in a series of 
speeches and in an interview with the 
REVIEW that Caygil and Lange lack a 
"framework" for deciding future action 
which puts at risk the potential gains from 
the pain Douglas inflicted. The former fi- 
nance minister has demanded tough action 
on spending and reform of social welfare 
benefits, no increase in tax rates, labour mar- 











aent. 
That pain is E in an prea 


re applied). In the past the fullest of full-em- 
loyment societies, New Zealand is more 
ncomfortable than most with unemploy- 
~ nent at those levels. As à result, the ieee 
ems to have only a slim chance of winning 
elections due by October 1990. 

The pain should ease, according to most 
“economic forecasters, who predict an upturn 
uring 1989 and beyond. But there are 
widely differing views on how strong that 

apturn will be — and widely varying assess- 
ements of the success of the Douglas experi- 
j In one sense the’ 'experiment" is no more 
than a return to orthodoxy in economic man- 
sagement. That was what Deputy Prime 
Minister Geoffrey Palmer claimed in 1986 
ito the amazement of members of the Labour 
“Party who expected a continued interven- 
*tionist role for the state and higher spending 
financed out of taxes on corporations and 
better-off individuals. 


D ouglas told the REVIEW he endorsed 





that description though he added 

that ^we did it more comprehen- 
sively than it has been done anywhere else in 
the world and we did it much more quickly,” 
such as in telecommunications, reform of 
government departments engaged in trad- 
ing and changes to the non-trading state sec- 
tor. 

It has looked radical, both to local and in- 
ternational observers. In 1984, when Doug- 
las took over after Labour came to power, 
New Zealand was one of the most rigidly 
regulated, protected and subsidised non- 
communist economies, and one of the most 
highly taxed. There had been some internal 
deregulation (most notably of the labour 
market), lowering of protection and diversifi- 
cation of export markets and products dur- 
ing the final years of the conservative Na- 
tional Party government led by Sir Robert 
Muldoon. But wages, prices, rents and in- 
terest rates were all centrally regulated for all 
or part of the preceding two years. 

The budget financial deficit reached 6.9% 
of GDP in 1983-84 and the balance-of-pay- 
ments deficit was 7.5% of GDP. Economic 
growth had averaged 1.4% a year in the dec- 
ade to 1983. 

The Lange government re-regulated the 
labour market in response to the demands of 
its union allies. But that was an aberration in 
an orgy of liberalisation: the financial and for- 
eign-exchange sector was made one of the 
most liberal in the world and a regime of 
monetary control instituted to replace direct 
administration of interest rates; a range of 


regulated; the top marginal personal income 
tax rate was halved to 33% and the corporate 
rate cut from 45% to 28%, in exchange for a 
10% value-added tax on virtually all goods 
and services and a drastic dosing of 
loopholes and removal of concessions; al- 
most all subsidies were removed; import 
quotas were abolished for all but a handful of 
items, and tariffs are being halved over five 
vears to 1992; and the labour market was par- 
tially deregulated again. 

The other prong of reform was budget- 
ary. By fiscal 1987-88, the deficit had been cut 
to 1.9% of GDP and that was fully funded by 
odiis Debts of iilii state- 


he Doug! s factor 


interest rates, 
, 90-day 


NZ$ billion 
aper 


Consumer price index, " *. 
% change on 
previous year* 


stimulated, and often state-owned, heavy 
industrial projects — the “think big” projects 
of the late Muldoon years — were absorbed 
into the government accounts and a pro- 
gramme of disposal and deregulation 
begun. 

State trading enterprises have been 
mostly turned into stand-alone corporations 
with commercial performance their domin- 
ant operating principle — a programme now 


being extended to local government enter- 


prises. A programme of sales of state assets 
and enterprises was begun in 1987 to lop 
NZ$14 billion (US$8.77 billion) off the NZ$42 
billion official debt by 1992 in order to cut 
debt-servicing costs which in the 1988-89 
year are running at 1775 of net government 
spending. And in 1988 the non-trading state 
departments were given more autonomy — 
and told to find cost savings to meet a minus- 
2% allowance for inflation in their budgets. 
As the programme gained momentum, 
economists predicted recession. Instead 
there was a boom in property development 
and in takeovers and mergers, starring the 
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New Zealand's high interest and ex- 
change rates on one hand and numer- 
ous productivity incentives on the 
other send confusing signals to in- 
vestors: 85. 








so-called "investment" companies. Accord- 
ing toarecent survey by the New Zealand In- 
stitute of Economic Research (NZIER), 45% of 
firms have changed ownership in the past 
five years, some more than once. These 
booms were accompanied by a 166% rise in 
the stockmarket between November 1984 
and November 1986 in conditions under 
which, as one sharebroker says, "you could 
float a brick." Wage blowouts in both the pri- 
vate and public sectors in 1985-86 and a gain 
in net disposable income with the tax switch 
in 1986, passed some of this new, but illus- 
ory, prosperity on to the wider population. 

But these booms combined with the fi- 
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nancial liberalisation — and problems the 
Reserve Bank had in developing a monetary 
regime, which was untested territory in New 
Zealand — to push inflation and interest 
rates to very high levels. Foreign money 
poured in and the kiwi dollar, which had 
been expected to fall when it was floated in 
March 1985, rose instead — especially in 
competitiveness-adjusted terms. 

The result was a savage squeeze on the 
trade sector. Pastoral farm net incomes drop- 
ped 27% between 1984-85 and 1987-88. 
Manufacturing volume contracted by 10% in 
the same period and jobs fell by 55,700 in the 
18 months to the end of 1988. 

This impact attracts criticism of Roger- 
nomics from both the Left and the Right. 
Peter Harris, of the Council of Trade Unions, 
argues that by driving up interest rates, 
Rogernomics worked against its own top 
priority of beating inflation, which he claims 
would have come down faster with a 
broader spread of measures than control of 
money supply. The resultant structural dis- 
tortions, he says, have made recovery much 
more difficult. 

From the Right, National Party shadow 
finance minister Ruth Richardson also ar- 


gues that the policy was over-reliant on- 
monetary policy, to the detriment of the trad- _ 


ing sector. She says there should have been 
labour market deregulation and much 
tighter control of government spending. 
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2 financial and nronerty bubbles burst 9 


cce WR noae dS OI 1757. SINCE 
then some 35 listed companies, most notably 
Equiticorp International (at one point eighth 
biggest in the country by market capitalisa- 
tion), have failed. Banks, which plunged into 
the boom to hold or gain market share, have 
been reeling. Bankers Trust reckoned on 27 
February that the banking industry had writ- 
ten off or increased bad-debt provisions by 
NZ$1.2 billion since the crash. More is to 
come. 

And so finally the recession hit. GDP con- 
tracted by 1.876 between the September 
quarters of 1987 and 1988. Unemployment 
climbed from 114,200 (including those on 
skills-training schemes) in January 1988 to 
188,600 in January 1989, the worst since the 
1930s depression. 

The recession has been shallow and rela- 
tively short. Most forecasters now expect 
some growth during 1989 and beyond, 
though some, including the state-funded but 
independent Planning Council, expect little 
or no growth before 1991. 

The expectations of early growth are 
based on anecdotal evidence of efficiency 
and productivity improvements at the plant 
and industry level plus a fall in inflation (to 
4.7% in the year to December with a lower 
figure expected in the year to March), in- 
terest rates, the exchange rate and the ba- 
lance-of-payments deficit, which in calendar 
1988 was at its lowest level since 1974, due to 
a record surplus on merchandise trade. Both 
investment and manufacturing volume have 
picked up slightly in the past six months. 

But even among the "optimists" few ex- 
pect strong enough growth within the next 
few years to make a serious dent in un- 
employment. Hugh Fletcher, chief executive 
of local giant Fletcher Challenge, reckons it 
will take 6% growth for four years to get un- 
employment back to acceptable levels — and 
"New Zealand has never strung together 
four to five years of that sort of growth, soitis 
a hell of challenge." 

It is even more of a challenge in that firms 
have historically high spare capacity and 
both firms and farms are heavily indebted, 
which will delay investment in new machin- 
ery (total foreign debt has doubled since 
1984). Plant has been ageing during the high 
interest rate era of Rogernomics. 

Economist Len Bayliss says the balance- 
of-payments improvement is mostly due to a 
gain between March 1986 and September 
1988 of 27% in the terms of trade. To some ex- 
tent this reflects structural changes and bene- 
fits related to the removal of protection. But it 
is heavily dependent on international com- 
modity prices, now at a favourable point in 
the cycle, and to low investment and low 
consumer demand, cutting import demand. 
Inflation is almost certain to rise again, even if 
only temporarily, mid-year. 

Bryce Wilkinson, a former Treasury 
economist now with Jarden Morgan Sec- 
urities, worries that unless government 
policies are carefully handled the economy 


Caygill: reforms to stay. 


might drop into a low exchange rate-high 
interest rate bind from which recovery 
would be particularly difficult. 

Wilkinson articulates a worry that has 
spread widely through the business com- 
munity: that the government may be about 
to modify Rogernomics. Business surveys 
which showed rising confidence since mid- 
1988 — including one in September by the 
highly respected NZIER showing the most 
positive expectations since 1983 — have flat- 


tened out. 
F fashioned Keynesian” who opposed 

Rogernomics both in principle and for 
the sequence in which the reforms were car- 
ried out, nevertheless says “the worst thing 
they can do is slow down. If you are going to 
predominantly rely on the market then you 
must as quickly as you possibly can ensure 
that market prices are giving the right sig- 
nals.” 

For the government, which in January 
declared unemployment its No. 1 priority 
but said it will aim to reduce it not by work- 
creation schemes, but by shortening the 
delay between any underlying upturn in the 
economy and its translation into investment 
and employment creation, the sag in busi- 
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ness confidence is a serious setback. There 
a feeling that it might declare its hand on ta: 
to encourage business to invest. 

The focus is on the budget due in July fc 
the fiscal year beginning on 1 July. In an a 
tempt to convince business there would b 
no going back on Douglas’ reforms, Cayg? 
committed the government in January t 
halve the budget deficit to no more than 1% 
of GDP, to be followed by a balanced budge 
in 1990-91. This is extremely difficult with the 
economy in recession, especially since one 
off revenue policy changes artificially low 
ered the 1988-89 deficit, compared with 
which Caygill has to make savings and rev 
enue increases equalling roughly NZ$2 bil 
lion. 

Caygill has also refused to soften the 
privatisation programme, which many in 
the Labour Party bitterly oppose. In Feb- 
ruary, the government cut NZ$200 million 
off the social welfare budget by limiting the 
indexed rise due in April and then said ter- 
tiary students would have to pay a portion of 
their fees by way of suspended loans. All that 
is on track with Rogernomics. 

But doubts remain, fuelled by Douglas’ 
continuing public campaign for the pro- 
gramme he would have followed. This 
would include: peg personal taxes back to a 
single rate, with generous income supple- 
ments for earners below a certain level and a 
radical reform of the welfare-benefit struc- 
ture; much sharper cost-cutting in health 
and education than Caygill will attempt; and 
deregulation of the labour market. 

Caygill told the REVIEW that he could not 
think of a major issue in the past on which he 
had disagreed with Douglas. He insisted re- 
forms already in place would stay and those 
under way will continue. But there will be no 
Rogernomics Stage II of the radical sort 
Douglas wants. Caygill is sanguine. "I think 
we will have a better year than last." 

All indicators are moving in the right di- 
rection except employment, he said. But 
how fast the pick-up will be, he said, "de- 
pends on many things which are being sum- 
marised by most people as getting back to is- 
sues of confidence." Insisting that the goals 
of a “competitive and adaptable industry, ef- 
ficient and effective state sector, productive 
and adaptable workforce" and "responsible 
and consistent economic management" re- 
mained unchanged, he has been irritably 
telling business in speeches to get on with 
the recovery. 

Ordinary New Zealanders seem to agree. 
A poll in mid-February showed a strongly 
positive expectation by voters of economic 
improvement in the next 12 months. 

But Douglas takes a much longer view of 
the time-frame needed to judge the success of 
his programme, which is aimed as much at 
changing attitudes as structures: "You don't 
overcome overnight 30 years of people being 
indoctrinated [with the idea] that you throw 
money at symptoms rather than deal with 
real problems." a 





CONOMY 2 


wew Zealand's high interest rates deter investors 





Confusing 





sey Colin James in Wellington 





paradox lies at the heart Rogernomics. 
B A While its micro-economic reforms 
. MÀ have boosted productivity, its macro- 
«conomic policies have made it difficult for 
|entrepreneurs to reap the rewards of their 
ew efficiency. 
Alan Bollard, director of the New Zealand 
E of Economic Research, told the 

VIEW Rogernomics contained "two things 
Män] tension [with each] other. We have had 
wnicro-economic liberalisation — removing 
entry barriers, increasing competition, giv- 
lng out a general picture of a set of incentives 
encouraging business people to invest and to 

'eap the rewards of that investment. 
"At the same time, the macro environ- 
nent has put out completely opposite sig- 
nals: broadly, high interest rates and a high 
exchange rate. And those are saying, first, 
hat capital is costly — so don't invest. And 
wsecond, New Zealand is not competitive, so 
wdon't invest here." Paradoxically, Bollard 
added, just as interest rates and the exchange 
rate are coming down, business confidence 
has faded. 

Productivity gains have come from stock 
management, administrative efficiencies, 
and cuts in labour costs through redundan- 
cies, tight wages and fewer restrictive work 
practices. 

"The great feature of Rogernomics is the 
productivity improvement," Hugh Fletcher, 
chief executive of Fletcher Challenge, the 


country's biggest company, said. “It is re-. 


markable to have sizeable productivity im- 
provements when volumes have been going 
down." He expects continuing productivity 
gains of around 3-4% a year. 

Andrew Hibberd, chief economist of 
ANZ Sark, has noted "huge increases in la- 
bour productivity,” but also “a lot of manage- 
rial efficiency. Almost every business in New 
Zealand tells you it now runs satisfactory in- 
ventory at a stock level that is probably 50- 
60% the level of seven to eight years ago.” 
And, he said, that trend is continuing. 

Most of the evidence is anecdotal. Any- 
one talking to businessmen soon hears of 
gains in output per worker of 30-50% in 
plants exposed to foreign competition. 

Although overall figures for manufactur- 
ing indicate some improvement, concrete 
evidence is less clear. Bollard, for example, 
whose institute has studied the effects of 
deregulation on industry and efficiency, 
said general studies were unable to attribute 
the improvements directly to Rogernomics, 
partly because large-scale investments take 
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signals 


a long time to show productivity gains. 

Nevertheless, a survey of 200 firms by the 
institute for the Ministry of Commerce to be 
published in mid-March shows firms have 
re-focused on quality, training and manage- 
ment in direct response to deregulation. But, 
Bollard said, the survey also revealed dere- 
gulation’s negative effect — some firms were 
not prepared to risk additional investment in 
the more competitive environment. 

Some observers think the damage done 
to some industries may have undermined 
their ability to respond to the more encourag- 
ing signals of lower inflation, interest and ex- 
change rates. 

One example is the meat industry, still 
New Zealand's single biggest exporter. Meat 
processing is in a mess. Although Peter 
Blumfield of the Meat Industry Association 
reckoned a year ago that the major process- 
ing companies had cut capacity by 51% and 
boosted productivity by 92% since 1980, he 
acknowledges that there is still considerable 
overcapacity. Neil Taylor, director of the 
Meat and Wool Boards’ Economic Service, 
said most plants were working at 30% capa- 
city, with only some reaching 70%. The big- 
gest processor, Waitaki International, lost 
NZ$97 million in 1987-88. 

New smaller plants, most cooperatively 
owned by farmers, are opening. This indi- 
cates the dissatisfaction with the big com- 
panies, which operate only one shift, and are 
hamstrung by union-imposed restrictive 
work practices. That only one of the new 
plants runs three shifts indicates the serious- 
ness of the overcapacity problem. 

This, coupled with low international 
prices, has cut farmers’ real return by more 
than half in the past 10 years. Until Roger- 
nomics, that was cushioned with subsidies. 


ouglas cut the subsidies, and farmers 
D responded by cutting investment 

and output — from around 33 mil- 
lion lambs to about 26.5 million this year, 
with 24 million forecast next year. The fall in 
output has at last forced the processing in- 
dustry to plan further cuts in capacity in addi- 
tion to the two big plants which closed last 
year. 

But, while the pressure has forced farm- 
ers to focus on output per unit of input, in- 
stead of merely on total output, it has also de- 
nied farmers the chance to profit from boom- 
ing prices for the wool which grows on the 
back of sheep bred for meat. 

This tale is echoed widely across New 
Zealand industry, which has just recorded 
its lowest capacity utilisation level since 1983, 
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according to the quarterly survey of business 
opinion of the Institute of Economic Re- 
search. There is a lot of slack to be taken up 
before new investment is contemplated. 
Peter Harris of the Council of Trade Unions 
said industry was too indebted and shell- 
shocked to make the sort of investment that 
would produce a strong and quick upturn. 

Fletcher agrees that it will take a year or 
two of healthy profits and cashflow for in- 
dustrialists to be tempted to invest. But 
Fletcher sees one shining star in Roger- 
nomics: the imposition of market disciplines 
on state-owned trading enterprises. 

For example, the state coal organisation 
sacked half its staff, with no loss of output, 
when it was turned into a stand-alone corpo- 
ration. It turned a NZ$76 million loss into a 
NZ$3.9 million profit. The Forestry Corp. 
dismissed a third of its staff and turned many 
employees into self-employed contractors, 
with the result that it turned a NZ$70 million 
loss into a NZ$53 million profit. Although 
the improvements partly reflect the shed- 
ding of loss-making social services to the 
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Sheep auction: small is better. 


general government budget, the figures still 
indicate efficiency gains. 

The question is whether the government 
can impose the same efficiency on the non- 
trading state departments. New Finance 
Minister David Caygill, like Douglas before 
him, aims to make them as efficient as the 
private sector. Legislation passed in 1988 
which decentralised management control is 
beginning to bite. 

Douglas also sees important gains yet to 
be made in the infrastructure. Internal trans- 
port, which was deregulated before Dou- 
glas, has cut real freight costs by 43%. The 
ports, notorious for restrictive work prac- 
tices, are now being deregulated. The ship- 
ping industry, where high manning levels 
are imposed by the maritime unions, has 
only just been addressed. And trading enter- 
prises controlled by local authorities will not 
feel the full force of deregulation until later 
this year. " 
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The limits to growth 


iminishing export strength helped 

cut Taiwan's GNP growth to 7.1% 

last year from 11.576 in 1987, and 

seems certain to spur businesses 
in their continued efforts to increase product 
value in a broad restructuring of the econ- 
omy. The rising social costs of Taiwan's rapid 
development are likely to combine with the 
NT dollar’s appreciation to continue acting as 
a check to Taiwan's economy this year. 

The manufacturing sector has suffered 
from declining overseas demand — the re- 
sult of a 45% revaluation of the NT dollar 
over the past three years which has damaged 
the competitiveness of Taiwan's exports. 
Many economists believe official plans to 
maintain growth at 7% this year by promot- 
ing public and private domestic investment 
are too optimistic. 

The trade surplus, which is the root cause 
of Taiwan's high money supply and of US 
pressure on Taiwan to revalue its cur- 
rency, fell 41% in 1988 to US$10.94 bil- 
lion, from US$18.65 billion in 1987, 
mainly because the stronger currency 
and tariff reductions led to a growth in 
imports of 42% in US dollar terms. Ex- 
ports grew only 13% compared to 
34.5% in 1987. The real extent of the 
problems facing local businesses is 
revealed by the NT dollar export 
growth figure — 1.476. 

Imports also benefited from grow- 
ing consumerism and demand for 
foreign goods as per capita GNP 
climbed to US$6,000 from just under 
US$5,000 in 1987. 

Industry responded to a tight la- 
bour market and rising wages by 


5,000- 
4,000- 


quickening the pace of restructuring into 
higher value-added and capital-intensive 
manufacturing and service-based business- 
es. For example, exports of electronic pro- 
ducts grew by 23% in 1988. Textile exports 
shrank 8.4%. 

A key element of the structural change 
was the relocation of downstream, labour in- 
tensive production — such as shoes and tex- 
tiles — to Southeast Asia and mainland 


China where labour is cheaper. The other 


major shift was the growth in the service sec- 
tor, which, helped by higer local incomes, 
rose to account for 47% of GNP, surpassing 
manufacturing, which dropped to 46.4%. 
One of the Taiwan economy's old habits 
reared its head again in late 1988 and January 
1989 with an upsurge in the island's foreign 
exchange reserves as short-term capital en- 
tered the country in search of gains from re- 
newed currency appreciation. The hot 
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money overtook outflowing longer-ternw- 
capital and pushed foreign exchange re 
serves from US$69 billion in September tee) 
near their former peak of US$76 billion. 

The central bank's concern about higi 
growth in the money supply was demons: 
trated by its raising bank reserve require 
ments in December. The planned release o* 
some US$10.4 billion in the next three years 
for public projects, and continuing money 
supply growth of 28% suggests more credit 
tightening is in store. 

The dilemma is that while tighter credite 
will cool the rampant speculation in stock 
and real estate markets, it will also restrict 
available capital for growth. 

The NT dollar is likely to rise in 1989, due- 
to a combination of further pressure from 
Washington and fears of inflation. It now 
stands at NT$27.71:US$1. 

The cost-push inflation thatis threatening 
industry stems from rising costs of la- 
bour, land and transport. Real estate 
prices have more than doubled in 
some areas during a liquidity-driven 
property boom, which has begun to 
squeeze industry and home owners 
alike. Manufacturing wages in- 
creased by 10.6875 in 1988 over 1987. 

In light of such pressures, many 
independent economists regard the 
government's 2.876 inflation forecast 
for 1989 as optimistic. 

Important, but less quantifi- 
able, constraints on the economy 
include ^ increasingly vociferous 
labour and environmental move- 
ments and an overstretched infra- 
structure. m Jonathan Moore 


INH AXO 


Company results 


% change 


% change Dividend 


Company Period Net profit on period Turnover on period (prev.) Comment 

Bond Corp. H31 Dec. A$133.49m +19.3 A$4.81b +204 BAG . Turnover figure includes A$1 ‘8b in asset sales by subsidiaries the Bell Group ws 

Holdings (US$110.3m) (US$3.9b) (6A¢) and Bell Resources. — ' J 

Chung Shing ^ H30June NT$60.28m —857 NT$5.7b —58 nil. Profitability of leading Taiwan textile fimvashitbytipingi in costotehyere 

Textile (US$2.2m) (US$215.5m) (nil) glycol and cut in foreign exchangeearmnings. —— — 

WalsinLihwa — H30June NT$850.4m +78.5 NT$3.61b +7 nil Taiwan's largest wire and cable manufacturer had NT$788. 18m of 

Cable & Wire (US$30.7m) (US$130.3m) (nil) extraordinary earnings from sale of property and stock. “a 

Selangor Y31 Oct. M$6.7m +25 M$24.3m —48 2M¢ Directors report an improvement in the rentals market and higher occupancy 

Properties (US$2.5m) (US$8.9m) (1M¢) levels in the Malaysian group's properties... — 

Benguet Y 31 Dec. P.470m +126 422b +223 na. Philippines mining group expects firm COP nons combined with hte > 

Corp. (US$22.0m) (US$197.7m) (n.a.) forward gold prices to help profits. 

Brother Y20Nov. ¥6.02b -84 3-204.9b +13 na. Japan's largest sewing machine, typewriter, and knitting machine manu- z 

Industries (US$47.8m) (US$1.6b) (n.a.) facturer said its profits were hit by the high yen. No forecast. — 

Sony Corp. 3031 Dec. ¥28.9b +44.3 ¥613.8b +36.8 nil Major Japanese electronics firm has lifted group net profit forecast to about io 
(US$229.4m) (US$4.9b) (nil) 


Y = year ended H = half-yearended Q = quarter-year ended 
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67b for the year to 31 March 1989, after third quarter results. +. — 
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ARKETS 


longkong's futures exchange expansion plan 


Long on success 








By Christopher Marchand in Hongkong 
T he failure by members of Hongkong 





Futures Exchange for a second time to 

agree on restructuring reforms is un- 

ikely to prove a serious setback. The 74.38% 

vote on 23 February in favour of reform fell 

just short of the 75% majority needed, but 

was a sharp improvement on the 55% sup- 

port at the members’ first meeting last De- 
cember. 

The aim of the reforms, which would see 
shareholders who are not members stripped 
of their voting rights, is to ensure that those 
active in the exchange have a direct stake in 
its success — a recommendation of last year's 
Hay Davison report on the structure of 
Hongkong’s financial markets. 

The large majority which voted for the re- 
forms include the big Hongkong brokerages 

— whose support is essential to a viable fu- 
tures market in Hongkong. The negative 
votes were cast mostly by the 26 brokers who 
defaulted on their post-crash obligations, 
and who appear willing to jeopardise Hong- 
kong’s development as a financial centre for 
narrow partisan interests. In the last resort, 
Hongkong can develop a futures market 
without them. 

Certainly, the exchange’s new chairman, 
Eoghan McMillan, exudes a breezy op- 
timism. He told the REVIEW that “to lose by 
one vote tells you that you’re on the home 
stretch. We are feeling good.” 

Supporting McMillan is this year’s up- 
swing in trading volume and open interest 
positions in the exchange’s three actively 
traded contracts — soyabeans, sugar and 
Hang Seng Index futures. That points to a re- 
turn of confidence in Hongkong's futures 
market. 

McMillan must now calla third members’ 
meeting and will have to lobby hard to en- 
sure a successful outcome. Failure would 
probably result in Hongkong’s Securities 
Commission, an existing body of regulators 
and market practitioners, invoking powers 
to impose reforms. But government action to 
force changes would prove damaging to the 
integrity of Hongkong's markets. 

To win converts, McMillan needs to 
stress the carrot of the Hongkong futures ex- 
change's potential. Under chief executive 
Douglas Ford, the exchange has drawn up a 
five-year plan which proposes introducing 
contracts in stocks, fixed-interest debt, cur- 
rencies and gold. 

The aim is to introduce contracts of direct 
relevance to Hongkong’s domestic economy 
and avoid head-on competition with the Sin- 
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gapore International Monetary Exchange 
(Simex), and the Chicago Mercantile Ex- 
change's (CME) planned Globex network, 
which will trade currency, Euro-dollar, US 
Treasury bill and gold futures on a 
worldwide, around-the-clock basis. 

The local futures exchange's first step will 
be to introduce a 90-day fixed interest con- 
tract around mid-year. Based on the Hong- 
kong interbank offered rate (Hibor), this con- 
tract would receive strong stimulus from 
plans by the Hongkong Government — 
announced in the 1 March Budget — to 
sell short-term government-backed bills. A 
debt instrument which is deliverable, as op- 
posed to cashable, would create a bench- 
mark for classic futures market activity, Ford 
says. 

- Fibra say Hibor contracts would be 
well received, as interest rate risks which 
banks and deposit-taking companies hedge 
in Hongkong's active interbank market 
could be hedged in the futures market. This 
would move assets and liabilities off balance- 
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Futures exchange: optimism. 


sheet, enhance lending potential and lessen 
counter-party risk. 

Currency futures would aim to hedge 
Hongkong dollar exchange rates with cur- 
rencies of greatest appeal to Hongkong de- 
positors. The most likely futures contracts 
would be in Australian, New Zealand and 
Canadian dollars. “We figure we have a real 
market in Hongkong dollars,” Ford says. 
Hongkong’s inactive gold futures contract 
could possibly be repackaged as gold op- 
tions, he adds. 

Meanwhile, volumes in existing Hang 
Seng Index, sugar and soyabean futures 
have picked up sharply this year. Daily 
trades in February averaged 2,615 with the 
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Hang Seng Index accounting for 40%, sugar 
31% and soyabeans 29%. That is far short of 
Simex's 27,195 daily average last month — 
Simex succesfully began oil futures trading 
the day before Hongkong again faltered on 
reform — butindicates the growth potential. 

The re-emergence of healthy index pre- 
miums to the spot market has drawn in in- 
stitutional players attracted by the potential 
to lock ina solid profit. “Premium and liquid- 
ity has got the futures market moving 
again,” says Baring Securities managing di- 
rector William Phillips. Ford’s target is to 
achieve 15,000 daily trades in Hang Seng fu- 
tures. 

Stock shorting should also be permitted 
in Hongkong, Phillips argues, as this would 
allow institutions to build perfect stock and 
futures market hedges. At present, hedges 
can be built only on short futures and long 
stock positions. Stock shorting would allow 
institutions to take long futures positions. 
Currently, long positions are mostly the pre- 
serve of weaker retail and speculative in- 
terests, which had disastrous results when 
the markets crashed in October 1987. 

Phillips hopes that stock shorting would 
also open the way to “synthetic trading” in 
Hongkong. This concept, pioneered by the 
US commodity funds, involves a fund buy- 
ing zero coupon bonds which guarantee a re- 
turn on expiry of a fixed period. Part of the 
fund’s capital could then be released for high 
risk, high return plays such as futures and 
options. 

However, the big surprise has been the 
buoyancy of sugar and soyabean contracts. 
Japanese traders have fuelled much of this 
demand to arbitrage on prices in Japan’s 
futures markets. Ford is now talking to 
large commercial sugar traders about joining 
the Hongkong exchange, while US broker 
Philipps Brosis keen on becoming a member. 

China also represents potential. Rice tu- 
tures could conceivably be traded in Hong- 
kong (as could China Government bonds). 
But China has been holding talks with the 
Chicago Board of Trade, the CME's rival, and 
might give priority to developing futures 
markets at home. Product quality control, 
transport and information supply would 
have to be radically improved. 

The exchange has also put numerous re- 
forms in place. The new central clearing 
house comes into operation in early March. 
Gross margin and position limits are now in 
force, a HK$200 million (US$25.6 million) 
guarantee fund has been agreed, while trad- 
ing is routed through general clearing mem- 
bers — who are more effective guarantors of 
creditworthiness. 

Brokers fault the exchange for being a 
shade bureaucratic in handling the politics of 
reform. But considerable headway has been 
made in strengthening the exchange. User 
demand exists for more than Hang Seng 
Index futures, and defaulting members 
should not stand in the way of the ex- 
change's growth. * 
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IN VESTMENT 


Japanese move cautious over US investment prospects 


Lots of pain, little gain 


eremiahs have often forecast that a 

sharp drop in Japanese investment in 

US bonds would send the US dollar into 
a nosedive. The latest prophet of doom 
comes in the unlikely shape of Japan's Vice- 
Finance Minister for International Affairs 
Toyoo Gyohten. 

In late February, Gyohten said that 
though there was no "immediate" reason to 
believe Japanese investors would stop buy- 
ing US treasury bonds; "the overwhelming 
attraction of the instrument is waning and 
the volatility of investment [has] increased." 

He added, without elaborating, that "if 
investors’ confidence in [the] stability and 
strength of the US dollar is not replenished, 
the recent development seems to be 
gradually fermenting a greater risk of inter- 
ruption, in the event of a sudden deteriora- 
tion of market sentiment." 

Although the statement is rather opaque 
— deliberately perhaps — analysts in Tokyo 
suggest that Gyohten's underlying mes- 
sage is that unless the US' twin deficits 
are steadily reduced, there is a growing risk 
that Japanese investment in US securities 
will stop, leading to a sudden dropin the dol- 
lar. 

Ever since Japan began building up mas- 
sive portfolio investments overseas in the 
mid-1980s, mainly in US dollar-based assets, 
there have been two schools of thought 
about what effect this accumulation would 
have on international financial markets. 

The pessimists say that Japanese invest- 
ors will not tolerate further huge exchange 
losses on their dollar investments if the US 
currency falls sharply again. They would 
stop buying US instruments or even dump 
their holdings, thus precipitating a further 
collapse in the dollar. 

The optimists argue that only the US fi- 
nancial markets are sufficiently large and 
liquid enough to absorb Japan's current-ac- 
count surplus and that Japanese investors 
could not afford to take any action that would 
push down the US currency, such as selling 
dollar assets. 

Gyohten professes to stand midway be- 
tween the two positions. “Notwithstanding 
some recent malaises, investor confidence in 
the overall long-term strength of the US 
economy is not shaken,” he says. 

On the other hand, Gyohten adds, Japan 
has become much more cautious in increas- 
ing its dollar-based holdings. The share of 
portfolio investment in total capital exports 
to the US fell from 90% in 1985 to 79% in 1987, 





The US portion of total Japanese overseas 
portfolio investment fell from about 50% in 
1986 to 40% in the following two years. At the 
same time, portfolio-investment flows to the 
US have grown more volatile, ranging from 
plus US$7 billion to minus USS$1 billion a 
month during 1988. 

David Pike, an economist at UBS Phillips 
& Drew, has detected a growing concern 
among Japanese officials about a possible 

“interruption” in capital outflows to the US. 
He wonders whether the Bank of Japan (Bol, 
the central bank) was reluctant to intervene 
to stem the rise of the US dollar earlier this 
year because it feared pushing the US cur- 
rency too far the other way. 

Over the past three months there have 
been other moves by the government to en- 
sure the outflow continues. Life assurance 
companies have been allowed to book their 
overseas assets at cost. Previously, they had 
to account for them at the lower of cost or cur- 
rent market value. Plans to allow life assurers 
to include capital gains (not just coupon 


Japan's capital flows 


yield) in their dividends appear to have been 
shelved. Money trusts and loan trusts can 
now increase the amount invested in over- 
seas assets from 3% to 5%. And pension- 
fund managers can increase the proportion 
of funds invested overseas. 

Another move, this time made by the 
Federation of Bankers’ Associations of 
Japan, seems likely fo tip the scales in the op- 
posite direction. Under its proposals, capital 
gains or losses from all bonds would be in- 
cluded in banks’ operating income for the 
current fiscal year, which ends this month. 

According to Kermit Schoenholtz, a 
bond-market researcher at Salomon 
Brothers Asia, this could reduce the attrac- 
tion of high coupon overseas bonds or trad- 
ing practices like buying and selling equities 
solely for their dividend income. Banks tri- 
pled their foreign securities holdings to more 
than US$150 billion in the three years to end- 
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November, so any change in preference fc 
bonds could have a big effect on the financis 
markets. 

Banks do not just affect the markets E: 
their investment pattern. The currency hedg 
ing of their overseas portfolios will also hav 
a sizeable impact on the foreign exchanges: 
UBS reports that there was a rapid increase 
foreign-exchange short-term liabilities of the 
banks during the fourth quarter of 1988, te 
cover the risk of a fall in the dollar. 

With the dollar steadier so far this year 
the degree of hedging appears to have fallere 
If forward currency cover grows again (sell 
ing dollars forward to offset long cash posi 
tions), this again could knock the dolla 
down. 

One of the difficulties in guessing what 
will happen to Japanese overseas c apital 
flows is the lack of precise information oni 
them. The Boj only began providing semi-an- 
nual figures on the regional distribution of 
long-term capital exports in 1987 and these 
do not distinguish between equities and: 
bonds. Euromarket activity is not separated: 
either. 

The central bank's figures show that 
though the growth in holdings of US sec- 
urities fell from US$25.8 billion in the first half 
of 1987 to US$11.6 billion in the second half, 
it rose to US$20 billion in the first six months 
of last vear. 

The Japan Securities Dealers’ Association 













divides foreign investments into fixed-in- 
come securities and stocks, but only covers 
the transactions conducted by its members. 
These show that net purchases of US bonds 
comprised 57% of total Japanese foreign- 
bond acquisitions last year, slightly more 
than in 1987 and the same as in 1986. In the 
first half of last year, investment in the US 
slumped and the importance of British, 
Canadian and Australian bonds grew. But 
the position was reversed in the second half. 
Investment in US equities comprised 
only 1575 of total Japanese net purchases of 
foreign stocks last year. By contrast, expo- 
sure to Hongkong and Singapore shares rose 
three-fold and 14-fold respectively in 1988, 
albeit from a small base. The figures suggest 
that as long as Japan's current-account 
surplus remains huge, the outflow of capital 
to individual securities markets will fluctuate 


sharply. a 








Save the marriage 


he parting of the ways between the 
Stock Exchange of Singapore (SES) 
and the Kuala Lumpur Stock Ex- 
a change (KLSE) may come with a 
Whimper rather than a bang. The momen- 
m towards separate trading is so well ad- 
anced that it is well nigh impossible to re- 
rse without a determined and coordinated 
fort — the will for which seems to be lack- 
g on both sides of the causeway. Shroff 
inks someone should fight for a continued 
ek, because a break-up will benefit neither 
«change. 

The value of Singapore shares traded on 
sae KLSE in 1985, the first full year of trading 
after the Pan-Electric crisis, amounted to 
4.40% of the value of stocks traded. Last year 
^e proportion had fallen to 5.29%. In vol- 
xme terms the decline was even more alarm- 
„ag — only 2.66% of the shares traded on the 
LSE last year had their origin in Singapore. 

The picture is not quite so clear on theSin- 














sapore side. The value of Malaysian shares 


iraded in Singapore was 26.71% in 1986 and 
mncreased in 1987 to 35.44% but sank back last 
ear to 28.69%. In volume terms the picture 
is brighter, but only because a substantial 
*"»ortion of Malaysian shares traded on the SES 
"Are speculative penny stocks favoured by 
Singapore "tai-tais" (rich housewives) who 
are long on time but short on capital. 
. Since the Pan-Electric crisis, newly listed 
[Malaysian companies have not sought list- 
Wngon the SES. The SES does not mind its com- 
panies seeking a listing in Kuala Lumpur (or 


anywhere, for that matter). The KLSE seems g 
‘to mind rather more. Its attitude was most 


recently demonstrated in its dealings with 
Cold Storage Holdings. This company 


changed its domicile from Britain to Singa- 


‘pore and applied for a new listing on the 
KLSE. The KLSE turned it down, saying the 
company had insufficient Malaysian assets 


i to merit a listing. 


This episode illustrates the fundamental 


. difference between the two exchanges. The 


.KLSE's main aim is to become the premier 
place of trading for Malaysian companies. 


Singapore, on the other hand, aspires to be- 


come an international financial centre, and 
now lists not only Dutch and Japanese com- 
panies, but also hasanentire section devoted 
to trading the US over-the-counter stocks 


| listed in the Nasdaq network. 


A time may well come when you can no 


. longer buy Sime Darby from the SES, but can 


i 





; Still buy Apple Computers and Liz Clair- 
| bome. Singapore investors, however, donot 
seem that interested in exotic US shares. On 
24 February, a typical trading day at the SES, 


. only one of the 32 companies in the Nasdaq 





section was traded, and that for only 552,600 
(US$1,350). 

In a legal sense, the KLSE and SES have 
been separate since 1973, though they have 
allowed trading in shares of firms already 
cross-listed in each other's exchanges. So the 
question of the split now centres on the ex- 
tent of cross-listing allowed. Perhaps the SES 
and KLSE should get together and decide to 
remove from crossisting the numerous 
small Malaysian companies which hardly 
trade on the SES, and replace them by only 
highly capitalised companies. 

Singapore needs Malaysian stocks if it 
wants to avoid dwindling into an insignifi- 
cant regional market rather than a world- 
class financial centre. And Malaysian shares 
listed in Singapore gain by having access to 
Singapore's much larger capital markets. 

It is wrong to assume, as some of the 
smaller Malaysian brokers do, that if Malay- 
sian companies traded only in Kuala Lum- 
pur, the KLSE would attract the volume lost to 
the SES, since foreign fund managers preter 
Singapore's efficiency and lack of currency 


Rival markets 


controls even when it comes to Malaysian 
shares. The large brokers in KLSE know this 
well enough, but unfortunately, each broker 
has only one vote in the decision. 

This may soon change, however. Shrotf 
understands that about 10 foreign broking 
houses are said to be engaged in negotiations 
to tie up with Malaysian brokers. Reports 
have mentioned names such as Barings, 
Hoare Govett, John Hancock, James Capel, 
Morgan Grenfell and Singapore-based brok- 
ers G. K. Goh and DBS Securities. 

The way things are going, Kuala Lumpur 
may end up with more foreign involvement 
than Singapore, especially since the latter 
has recently taken to playing hard to get with 
foreign brokers. Shroff could not help notic- 
ing that John Hancock and Barings had ap- 
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plications turned down in Singapore last 
month. With a bit of luck, this foreign pre- 
sence may help stem the movement of the 
KLSE and the SES towards a split. 


Will the fuel oil contract, launched on 22 
February, give a sufficient push to the Sin- 
gapore ‘International Monetary Exchange 
(Simex) to enable it to clear the hurdles com- 
ing up in September and October this year? 
When Simex signed the mutual offset agree- 
ment with the Chicago Mercantile Exchange 
(CME) in September 1983, Shroff seems to re- 
member a provision stipulating that if Simex 
could not achieve a minimum volume of 
20,000 a day of their shared contracts, then 
either party had the right to terminate the 
agreement. Simex has averaged only about 
15,000 contracts in the past few months. 

The fuel oil contract has pushed Simex 
daily volume above 20,000 contracts. Sighs of 
relief all round. New contracts often start out 
with a bang and then slowly stagnate, but 
there are signs that fuel oil may retain its ini- 
tial fire. It is the only oil futures contract in 


Asia, and Singapore has an active and well- 
established spot market in the commodity. 
On the other hand, the Japanese, Asia's 
largest oil consumers, are said to be working 
on an oil futures contract of their own. But if 
fuel oil can maintain its up volumes, then 
Simex can cross the September hurdle easily. 

But another hurdle looms in October — 
when CME launches its fully electronic 
screen-based trading system called Globex. 


This will allow CME traders to trade futures | 


during those hours when CME is closed but 
when Simex is open, thus reducing the 
Simex's usefulness to CME traders, who ac- 
count for about a third of the Simex volume. 
But Globex is bound to have glitches, and 
Simex may yet survive by joining the Globex’ 
rather than fighting it. 
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TRANSPORT 


MAS turns to leasing for its re-equipment programme 


Expanding horizons 


meme Henr e rues murmure TH t Mn ARCO A CATALANO RT NALA TT ALA an nennen 


p---"--——————————————————————————MÁÓÓ—Á e e e ee 


alaysia Airlines (Mas), has reached 
M agreement with California-based 


International Leasing Finance 
Corp. (LFC) on the lease of seven new Boeing 
737-400 short-to-medium range airliners and 
two second-hand 737-200s. State-owned 
MAS also confirmed that the deal forms part 
of the airline's long-term re-equipment pro- 
gramme rather than a stop-gap measure 
prior to the placing of an order direct with the 
manufacturer. 

ILFC said the deal with MAS was worth 
US$250 million and would cover a leasing 
period of 4-5 years, though under the terms 
of the contract, this can be extended. The 
used planes will be delivered later this month 
and in April, while the new models will be 
handed over during an 18-month period 
starting in January 1990. The Beverly Hills- 
based company has also recently concluded 
a US$230 million deal with Singapore Air- 
lines to buy four second-hand 757 narrow- 
bodied jets and one 747-200 jumbo from the 
carrier. 

MAS managing director Datuk Abdul 
Aziz said recently that MAS planned to ac- 


quire a total of 16 narrow-bodied aircraft in 
addition to its new Fokker F-50 turboprops, 
so it looks as if a second batch of new 737- 
sized planes may be in the offing. A spokes- 
man for ILFC said, however, that "there's no- 
thing else going on" between the two sides. 

The LFC deal is thought to be the first time 
that MAS has chosen to use an aircraft leasing 
company in its re-equipment programme. 
During the Mecca pilgrimage season it 
brings in additional DC-10s and in 1986 it 
leased a new Boeing 747-300 Combi (with 
passengers and cargo combined on the main 
deck) from the Malaysian state oil company, 
Petronas, but this was widely interpreted at 
the time as a device to extricate MAS from an 
undertaking to specify Rolls-Royce engines 
on its third 747. The Combi was powered by 
Pratt and Whitney. 

In its jet fleet at the moment, MAS operates 
two 747-200s, one 747-300 Combi, three DC- 
10s, four Airbus A-300s and 12 737-200s. The 


airline also operates an extensive domestic 


network with 11 Fokker F-27 turboprops and 
four De Havilland Twin Otters. 

With the ILFC deal, more than half the MAS 
fleet is now in the process of being replaced. 
The 11 F-27s will be phased out gradually 





COMPANIES 


Hongkong property groups still pushing for growth 


Land in the bank 


greater sense of caution is levident in in 
A Hongkong’s property market in the 
face of rising interest rates and last 
years immense gains in rents and capital 
values. But Hongkong's two leading prop- 
erty companies, Cheung Kong Holdings 
and New World Development are still push- 
ing on with expansion, albeit cautiously. 
Their strategy differs from that of Sino 
Land's Robert Ng who is willing to pay top 
. prices for sites at government land auctions. 
Instead, New World and Cheung Kong are 
pursuing a more mundane strategy of buy- 
ing undervalued property stocks in order to 


*. realise asset value. 


. . Cheung Kong has | launched a friendly 
general offer for property company Kwong 
Sang Hong. Valued at HK$1.44 billion 


..— (US$184.6 million) or HK$800 a share, the 


offer is pitched at a 15% discount to most esti- 
mates of net worth of HK$950 a share. 





New World has further cemented its ties 
with HKR Properties by undertaking a share 
swap. New World is buying an 18% stake in 
HKR Properties, which is controlled by the 
Cha family with 61%, for HK$370 million. 
HKR Properties has an extensive land bank 
on Lantau Island and two valuable sites total- 
ling 225,000 ft? in Tsuen Wan. The Chas have 
sold their New World shares in the mar- 
ket. 

The share swap is most favourable to 
New World, asHKR Properties has issued its 
new shares at a discount of some 45% to esti- 
mated net asset value (NAV) of HK$5 a share. 
(New World issued its shares at half that dis- 
count. As HKR Properties NAV may be 
vastly enhanced by the Tsuen Wan develop- 
ments and government plans to site a new 
airport on or off Lantau, the terms appear 
generous to a fault. 

Hoare Govett's Nick Peacock suggests 
this generosity may aim to compensate New 
World for onerous profit-sharing terms with 


when the first of nine new F-50s ordere 
November 1987 is delivered, beginning 
August this year. The DC-10s and A-3& 
will gradually be phased out, but Aziz 
that no decision has yetbeen taken on thes, 
liner to replace them. i 
MAS most ambitious expansion plans- : 










volve its long-range inter-continental | 
vices, which will propel it into direct com 
ition with Singapore Airlines. MAS will . 
trebling its fleet of long-range wide-bod* 
with an order for six of the large 747-40 
Two are to be Combi versions, which w 
ordered in 1988 for delivery in March a 
May this year to inaugurate MAS's non-stc. 
Kuala Lumpur-London service schedules 
for June. A third — an all-passenger versie 
— was ordered for delivery in 1990 and thre: 
more were ordered in January this year f 
delivery in 1991, 1993 and 1994, with: options 
for yet three more. | 
In common with other early customers # 
the 747-400, MAS has been informed by Bow 
ing of delays in the delivery schedule of i* 
first two aircraft. They will now be hande* 
over in October and November, forcing th, 
postponement of the non-stop service. 
Malaysian Transport Minister Datu 
Ling Liong Sik said shortly after MAS wa 
notified of the delay that the airline woul: 









seek compensation from the manufacturer: 


the reasons given for the delay were found t: 
be "inexcusable." In addition to delaying th 
prestigious non-stop London service, the 
late delivery has prevented much-needec. 
additional flights to Los Angeles. » 


HKR Properties arising out of New World's: 
development of Phases IV and V at the Dis» 
covery Bay residential development on Lan 
tau. HKR Properties, however, is expandingy 
rapidly in hotels and probably needs techni- 
cal and financial support from a stronger 
partner. 

HKR Properties also adopted a higher 
profile with its recent bid to buy the prestigi-: 
ous Bond Centre office complex from Bond 
Corp. International Ltd (BCIL). That move 
stopped Alan Bond from privatising BCIL. A 
future New World/HKR bid for the Bond 
Centre cannot be ruled out. 

For its part, New World has no gearing 
and has run out of a land bank. It needs to. 
take more property investment and develop- 
ment projects on board. New World is also 
bidding HK$744 million for Scilla Holdings, 
Scilla's main asset being the Clovelly Court 
development. 

Li Ka-shing, meanwhile, is copying the . 
Jardine Matheson group in increasing. 
pyramid company Cheung Kong’s stake in ` 
group companies and group investments. ` 
Green Island Cement was privatised late last - 
year. Kwong Sang Hong will probably also - 
be privatised. The company does not appear 
to have much redevelopment potential. It 
does hold a luxury residential portfolio in Re- 
cid id s South Bay Towers. -o 








4EFING 


NZ revises provision 
rbad loans and debts 
‘The Bank of New Zealand (BNZ), which is 
%estate-owned, has increased its provision 
‘bad and doubtful debts to NZ$480 million 
$$300.9 million) — NZ$100 million more 
an in January after the collapse of the 
juiticorp group. Since the October 1987 
xckmarket crash, BNZ has made bad loan 
id debt provisions of nearly NZ$700 
illion. Bank chairman Frank Pearson, who 
laced Sir Ron Brierley, said BNZ faces a 
ss of at least NZ$160 million (NZ$90 million 
_ ter tax credits) for the financial year to 31 
arch, With shareholders funds of NZ$1 
lion and assets of NZ$20 billion, Pearson 
id the debt provisions were sustainable. 
e bank is still for sale under the 
overnment’s privatisation programme. 
tit is unlikely to be sold in the near 
ture. 


eneny -Goldstar prospects 
or business i in Vietnam 


* Seven executives from the South Korean 
prusiness group Lucky-Goldstar, led by 
;oldstar Semiconductor chairman Koo Cha 
tak, visited Vietnam in mid-February to 
litiscuss potential trade and investment with 
menior Vietnamese officials. The visit 
lpverlapped with a 10-day trip to Seoul by a 
-2-member Vietnamese delega tion, led by 
he Minister of Light Industry Vu Tuan. The 
_ JS Government has pressured South Korea 
(o slow the pace of any rapprochment with 
Wietnam until Vietnamese troops are 
withdrawn from Cambodia. 





"Vietnam reaps rewards 
rom economic reforms 
d Economic reforms granting enterprises 
‘more freedom from state control helped 
 Vietnam's GNP grow 5.4% last year, the 
official Vietnam News Agency (VNA) 
reported. VNA said exports rose 21.2% over 
1987, to US$1.07 billion. Some 163 foreign 
delegations, involving more than 3,000 
‘businessmen, visited Vietnam last year to 
explore trade and investment possibilities, 
 and37 agreements were signed with foreign 
businessmen of which 13 are already being 
implemented, VNA said. 


Four groups apply for 
Hongkong cable TV rights 


-P> Four consortiums have bid to set up and 
run Hongkong's US$500-600 million cable 
TV system, the government announced at 
the close of applications on 28 February. 
Hutchison CableVision, led by Hongkong 
tycoon Li Ka-shing's Hutchison Whampoa 

. group, was formerly the only contender after 








a government edict effectively barring a rival 
group which included local subsidiaries of 
the London-based Cable and Wireless plc. 
But now three rivals have emerged. They 
are Hongkong Cable Communications, 
headed by shipping magnate Sir Yue-kong 
Pao's Wharf group and including the US 
telecommunications company US West; a 
group led by local securities firm Sun 

Hung Kai and Co., and theSupertech group 
led by America Supertech International. 
Resources, which includes China's 
Shanghai Offshore Petroleum Engineering 
Corp. and some Chinese Government 
departments. 


China's inflation leads 

to fall in urban income 

> About one-third of Chinese urban 
households suffered a decline in their 
standard of living last year because of 
inflation, a survey of 13 cities by the State 
Statistical Bureau indicated. The fall came 
despite nominal urban income rising 22.2% 
to Rmb 1,119 (US$300). Real urban and rural 
incomes rose by 1.2% and 6.3% respectively 
last year, while the urban and rural retail 
price indexes increased by 21.3% and 17.1% 
respectively. 


Business indicators 
Singapore's labour vs the NICs* 


Taiwan's SEC revokes 
securities licence 

> The Taiwan Securities and Exchange 
Commission (SEC) is taking a tougher stand 
against slack discipline in the securities 
industry. On 25 February, the SEC revoked 
the licence of Golden China Securities Co., 
accusing the firm of making illegal margin 
loans, employing unqualified staff, and 
failing to report defaults on stock 
transactions to investors. Golden Securities 
drew attention to itself only three days after 
setting up last November when it failed to 
promptly settle stock transactions of nearly 
NT$600 million (US$21.6 million). 
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Thailand to set up 

rubber exchange 

> Thailand is tosetup a rubber exchange in 
the southern city of Haadyai. The exchange 
is likely to be a state enterprise under the 
Agriculture Ministry, and opening is 
scheduled for the end of 1989. Rubber 
planting is now 1.8 million ha and expanding 
at 16,000 ha a year, and production last year 
was estimated to have exceeded 900,000 
tonnes. 


Bangladesh hangs up 
telephone sell off plan 


> Bangladesh has put on hold a plan to sell 
49% of the Telegraph and Telephone Board 
to the private sector in the face of opposition 
and strikes by telephone employees. Prime 
Minister Moudud Ahmed, who is in charge 


. of the Industries Ministry, told the REVIEW 


that the parliamentary bill to convert the 
board into a holding company would be 
delayed to allow independent assessment of 
its value. The board’s accountants put total 
assets at Taka 6 billion (US$186.3 million) 
which is believed to be too high. But the plan 
to partially privatise the board had not been 
abandoned, he added. 


Taiwan expands trade 
with communist bloc 


> Taiwan's bilateral trade with communist 
bloc countries grew 53% in 1988 to more than 
US$400 million, according to the Board of 
Foreign Trade. Indirect trade between 
Taiwan and the Soviet Union quadrupled 
from US$7.6 million in 1987 to US$32 million 
last year. Trade with other Eastern bloc 
countries, liberalised in March 1988, also 
increased. Taiwan has been seeking to 
broaden its international trade links because 
of increasing competition in the US. 


Slowdown forecast in 
Hongkong growth rate 

> Hongkong’s GDP growth should ease to 
6% this year, down from an estimated 7.5% 
in 1988, Financial Secretary Piers Jacobs 
forecast on 1 March when presenting the 
territory's budget for 1989-90 (starting 1 
April). However, the squeeze on resources 
ina fully employed economy is expected to 
push consumer price inflation up to 8.5% 
from 7.5% in 1988. Jacobs is budgeting for a 
1989-90 surplus of HK$12.1 billion (US$1.55 
billion), after allowing for a half percentage 
pointcutin personal and profits taxes to 1576 
and 16.5% respectively. A 15.5% tax on 
Hongkong-sourced interest incomeis also to 
be abolished. The budget surplus in the 
current financial year is expected to reach 
HK$14.2 billion. 
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a a a Tokyo hit new highs » a a New York's gloom casts a pall over 
regional markets a a a Seoul climbs to new peaks a n a Taipei quietly rises «= 
Hongkong waits for results in period ending 27 February =a 





Turnover hit a record ¥2.8t (US$22.2b) on 

23 February as the Nikkei reached new 
highs and margin trading restrictions 

were tightened. Smaller steels and 
electric-cable stocks were favoured amid 
uncertainty about which sector to back 
next. Daido Steel rose ¥310 to ¥1,250 and 
Fuji Electric gained ¥175 to ¥1,140. Daily | 
volume averaged 1.5b shares worth x1.9t. - 





Trading was initially directionlessinthe — | 
absence of corporate news. The news that - 
eventually arrived was from Wall Street, 
and was bad. In the subsequent plunge all 
blue chips fell. Volumes averaged 879m 
shares a day worth HK$1.47b (Us$188.5m). 
Hang Seng Bank fell HK$1 to HK$32.25, 
China Light fell 40 HK cents to 

HK$14.50. 





Hongkong 





Debut stock Wing Tai got the market off to 
a good start but jitters over US the rise in 
interest rates brought sentiment down 
with a bump. Volume averaged 57.2m 
shares, valued at $$109.9m (Us$57.1m). — | 
Hotel Props Warrants bucked the trend in | 
heavy trading to rise 6 S cents to 40.55 
cents. Singapore Airlines was more 
typical, falling 20 5 cents to $$13.50. 


WallStreet's sharp fall provoked a bout of | 
heavy selling after the weekend, wiping — 
out all previous gains and more. Blue 

chips suffered the most of all stocks, with 
plantation major KL Kepong closing at 
M$4.90 (Us$1.79), a fall of 20 M cents, and 
airline stock MAS shedding 20 M cents to 
M$6.90. Volume averaged 21.1m shares a 
day, valued at M$42.7m. 


The All Ordinaries index joined markets 
round the world in sliding sharply. 
Volume was modest with just over 400m 
shares, worth A$855m (Us$706.6m), 
changing hands as enthusiasm vanished. 
Blue chips fell and Comalco lost 3 A cents 
despite a 162% profits rise. Mining 

stocks suffered, with CRA falling to 
ASB.36. 


Falls on overseas exchanges, foreign 
investors’ reaction to losses by the Bank of |” 
New Zealand and NZI Corp., and hitches 7 
in the sale of state assets, all depressedthe ` 
market. Volume was 42.43m shares, E 
valued at NZ$63.07m (US$39.5m). Fletcher | 2n 
Challenge fell 8 NZ cents to NZ$5.11, and 
Brierley Investments fell 8 NZ cents to 
N2$1.58. 
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. commercial-industrial and mining 





Concern over interest rates swept the 


boards. Average daily turnover was 1.21 
shares, worth P106.7m (Us$4. 99m). 
Bucking the trend, speculative oils rose 
after government announcements of 
alleged "oil shows" at Galoc 1-A, with | 
Alcorn Petroleum and Oriental Petroleum: 





w both gaining by P2 


Stocks hit a record high before sliding 
back. Volume was moderate, averaging 
12.6m shares a day worth Won 305.5b 
(US$455.9m), and there was little 
expectation of a reinvigorated bull market. 
Insurance shares gained 7.5% and 
fabricated metals rose 4.8%, but trade and 
short-term finance companies slipped. 
Oriental Fire & Marine rose 13.7%. 


Prices made slow progress, mainly on 
fears the central bank would tighten 
credit. Petrochemical shares revived on 
news of government's mollification of 
protesting residents near the Linyuan 
industrial park. Volume was strong at 
NT$41.33b (US$1.49b). China Rebar rose 
7o to NT$47.30, and Chung Shing Textile 
leaped 11% to NT$26.20. 


The market sagged because of US interest 
rate rises. Turnover was good but falling, 
averaging 10.8m shares worth Baht 804m 
(Us$31.7m). Market leaders included: 
Padaeng Industries, in anticipation of its : 
results; Charoen Pokphand Feedmill, ona 
rights issue, and Krungthai Feedmill, 
which rose Baht 14.75 to Baht 60. S&] 
International fell Baht 80 to Baht 540. 


Widespread institutional buying jolted the 
market to life on 24 Febuary. Stocks, aided 
by short-covering, climbed fast, only to 
slip on 27 February owing to pre-budget 
nerves. Pharmaceutical and aluminium 
shares led, with Hindustan Ciba-Geigy 
rising Rs 50 (US$3.27) to Rs 860, Hoechst, 
Rs 245 to Rs 700, and Hindustan 
Aluminium Rs 4 to Rs 194. 


Two of the sharpest falls for more than 
three months were triggered first, on 22 
February by bad consumer inflation news, 
and secondly, on 24 February by the 
subsequent interest rate rise. Programme 
trading was widely agreed to have made 
matters worse. oe of recovery in bond 
markets appeared late in the period. Dally 
volume averaged 151m shares. pes 
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If you are considering, or are now, investing in one 
or more of Asia's fast paced stockmarkets, a trial 
of ASIAN MARKETS MONITOR may prove to 
be your wisest investment in 1989. As everyone 
knows a major key to successful investing is having 
the right information at the right time, and that's 
what each issue of AMM delivers to its many read- 
ers each and every week. 


A no nonsense, straight from the shoulder weekly 
newsletter AMM will provide you with detailed 
market commentary, objective reports on sectoral 
developments and the reasons behind them, high- 
lights of results of large and medium sized com- 
panies, informed analysis and opinion and much, 
much more. 


Normally available for longer terms for a limited 
time only we are offering a trial to . 

ASIAN MARKETS MONITOR 5o that you can 
discover for yourself how very helpful AMM can 
be to you when it comes to making the right invest- 
ment decisions. 


. AMM is written, complied and edited by 
. Specialists throughout the Asian region and pub- 
lished by a wholly owned subsidiary of Review 
. Publishing Company Ltd., publisher of the Far 
© Eastern Economic Review,  Asia's most authorita- 
. tive business/news publication. 


' Because we are so confident that once you've 
. sampled AMM for yourself, you will discover 
how valuable it can be to you in making invest- 
ment decisions, we are offering a 13 issue 
trial-period for only US$150. That amounts to 
US$11.54 per week, less than the price of a moder- 
ate lunch. 


Why not begin 1989 with your best investment foot 
forward by placing your trial order to AMM today. 
We firmly believe that you will begin benefitting 
from the very first issue. 


If for any reason after ordering AMM you wish t: 
stop your trial subscription, you may do so at an. 
time and receive a full refund of the unused por 
tion of your payment. 


Order now while you are thinking about it ane 
start receiving the kind of timely news and infor 
mation you need to have about the Hong Kong 
Singapore, Malaysian, Philippine, Thai and Ko 
rean stockmarkets. You have everything to gait 
and nothing to lose. 


To order simply complete the coupon and send ii 
along with the appropriate payment or completed 
charge card information. 


To: Publications Div., Dept. AMM, Review Publishing 
Company, Ltd., GPO Box 160, Hong Kong. 






C) Yes! Please enter my 13 issue trial order to Asian Markets 
Monitor immediately so that I can begin to benefit from the 
investment intelligence I will receive each week. 13 issues — 
US$150/£91/HK$1,170. 


(3 I perfer to order for 52 issues — US$599/£363/HK $4,670. 


You may forward equivalent payment in any convertible cur- 
rency. 


C I enclose in payment thereof (cheque payable to | 
| Review Publishing Company Ltd.) Or, please charge my 


credit card (tick one): 


L1 American Express (2 Diners Club 
(3 MasterCard () Visa 


Card. No. ocu EXp. Date 
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SWINBURNE INSTITUTE OF TECHNOLOGY 


= AUSTRALIA 

“Swinburne is located about seven kilometres from the 
centre of Melbourne the second largest city in Australia. 
. The Institute was established in 1908 and today has 
- about 9,000 students enrolled in courses leading to cer- 
- tificates, diplomas, bachelors and masters degrees. 

JA All Swinburne qualifications are accredited by the Vic- 


: torian Government. 


x Degree Courses 
| 9 Arts @ Business e Engineering € Computer Science e Science 
| Diploma 
€ Accounting € Computing € Secretarial € Engineering 
English 
Swinburne's English Language Centre offers English 
for academic purposes. The courses range from six 
weeks to thirty weeks duration. | 


Information: 


Co-ordinator 
Overseas Student Unit 
Swinburne Institute of Technology 
PO Box 218 
Hawthorn 
Victoria 3122 
Australia 


International Telephone (61-3) 819 815 |o 
International Facsimile (61-3) 818 3648 



















| Publication 


HOW TO LEGALLY OBTAIN A 
SECOND FOREIGN PASSPORT 


With a second passport you can have | 
more. freedom, enjoy greater security 
And save a fortune in taxes. 


Exclusive Special Report — examines 
over 40 countries, reveals how to get a 
“second passport legally, easily, quickly 
‘and cheaply. poy Seemed and updated, 
"ath edition — OUT NOW! 

.. £50 (US $90) or further details from: 


“SCOPE LTD, 64A MURRAY ROAD 
PORTSMOUTH POS 9JL UK 


| Credit card orders by phone or fax ac- | 


"Phone: +705 597440 
"..No-nonsense money-back guarantee 


Property 
L WEALDEN HOUSE | 
t. FREE RELOCATION SERVICE 
| For properties in the U.K. We have 4 
comprehensive perti 
| throughout the U.K. Full property man- 


| agement services also available. 


] Business Opportunity 


io of properties {| 


















| Restaurant/Lounge on Beach, Gulf 
| Shores, Alabama, Seats 135; very 

popular resort area on Guif of 
Mexico: fishing/sailing/golf spec- 
| tacular beaches. ross sales 
$650K; increasing annually. $1.1- 
| Mil w/real estate. Business Invest- 
. ment Group: KEN SPENCER, 200 
| E.Gov't St, Pensacola, FLA 32501, 

USA. FAX: 904-438-3304. 


Readers 
are 
recommended 


to make appropriate enquiries and 
| take appropriate advice before 
| sending any money, incurring any 
expense or entering into a binding 
commitment in relation to an ad- 
vertisement. The Far Eastern Eco- 
nomic Review shall not be liable to 
any person for loss or damage in- 
curred or suffered as a result of 
his/her accepting or offering to 
accept an invitation contained in 
. any advertisement published in the 
} Review. 
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International 
Planned Parenthood 
Federation 








Programme 
Analysts 


The International Planned Parenthood Federation is the 
world’s largest non-governmental organisation working in the 
field of planned parenthood and related health services. 
Consisting of voluntary associations in 125 nations throughout 
the world, its annual income is in excess of US$70 million. 
Applications are invited from suitably qualified candidates for 
the post of Programme Analyst based in: 


A) Kuala Lumpur, Malaysia 
Salary MS$59,933-63,583 per annum 
payable in local currency plus fringe benefits. 


B) Papua New Guinea 
Salary K23,003-24,404 per annum 
payable in local currency plus fringe benefits. 


The successful applicants will report to the Regional Director 
and duties will include providing up-to-date analysis and 
interpretation of data/reports on political social economic and 
demographic trends within the East and South East Asia and 
Oceanic Region. The opportunity will be provided to introduce 
ideas and develop projects with regard to unmet needs in the 
Region. | 


Candidates must have a relevant degree in sociology or 
economics with statistics together with a minimum of five years 
experience of analysing programme strategies. Past experience 
of country population/field related programmes is essential as is 
experience in working with other international population and 
development agencies. Knowledge of statistical data analysis 
and use of computer software including graphics is also 
required. 

Please send applications with full curriculum vitae to: 
Director, Personnel & Administration, International 
Planned Parenthood Federation, Regent's College, 
Inner Circle, Regent's Park, London NWI 4NS. 

Closing date for receipt of applications: |7th March, 1989, 


IPPF IS AN EQUAL OPPORTUNITIES EMPLOYER 


GROUP TOUR TO 


BEIJING — PYONGYANG — ULAN BATOR 


20 May — 26 Jun. 1989 
VIETNAM — Individual Departures 
German Asian Travels Pte Ltd 
14-03 Straits Trading Building 
9, Battery Road Singapore 0104 E 
PH 5335466, TX 21830, FAX 5355117 M 
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| Supremo takes the field 

| As Japan's long-running Recruit scandal 
| continues to deplete government ranks, 
| even baseball now seems have a greater at- 
| traction than politics. Ichiro Yoshikuni, 72, a 
| distinguished lawyer and former head of the 
| cabinet's legislative bureau, turned down 
| Prime Minister Noboru Takeshita's invita- 
| u tion to become justice 
| minister in December 
| after Takashi Hasega- 
| wa, the previous in- 
| cumbent, resigned be- 
| cause of involvement 
| in the scandal. 

| 

| 

| 





e Instead, Yoshikuni 
wil take on a job 
ER whichis almost as sen- 
"ES sitive as running the 
Justice Ministry. As 
Japan's ninth commissioner of professional 
baseball, Yoshikuni will have to work to 
| pacity the US, which regards Japan's hiring 
| of US players to strengthen its teams as "pre- 
| datory.” 
| Yoshikuni’s qualifications for the com- 
| missioner's job do not include a background 
| in baseball or any other sport, though heun- 
| dergoes a daily regimen of Swedish body- 
| building exercises. His hobbies are mahjong, 
| go and shogi (Japanese chess). But legal ex- 
| perience may matter more than knowing 
| how to hold a bat when it comes to keeping 
| Japan's unruly baseball leagues in line and 
| making sure teams do notcheat on rules gov- 
| erning the selection of players. The incum- 
| bent — whois retiring because of ill-health — 
| once headed the public prosecutor's office, 
the unit investigating Recruit. 
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From peasant to author 
Businessman-cum-novelist Pira Sudham 
has become a celebrity in Thailand’s em- 
bryonic English-language literary circles 
after a group of local scholars nominated him 
for the Nobel Prize for literature. A 47 year 
old from a poor peasant family in the north- 
east countryside, this public relations consul- 
tant has published three books in English, 
very much a second language in Thailand, 
which have sold reasonably well. He is the 
second Thai to be put forward for the pres- 
tigious literary prize. The celebrated Thai 
poet Prince Chand Chirayu Rajanee was 
nominated a few years ago but did not win. 
Piras books — Siamese Drama (1983), 
People of Esarn (1987) and Monsoon Country 
(1988) — have been described as singularly 
unimpressive by some critics but are 
nevertheless useful for foreigners wanting a 
glimpse of impoverished rural Thailand, 
which acts as a backdrop for the narratives. 
He made his way to Bangkok in his early 
teens and has since scaled the social ladder. 
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There is a striking contrast between his cur- 
rent cosmopolitan lifestyle — he is president 
of the Siam Wine Society, for instance — and 
that from whence he came. 


Hell hath no fury... 

Outspoken, attractive and rich, Wu Teh-mei 
has a high profile as a deputy whip in 
Taiwan's ruling Kuomintang. True to form, 
“Mei the Yellow" (so nicknamed because her 
theatre in Kaohsiung once showed strip- 
tease) took part in a blow-by-blow exchange 
with opposition member Ju Gau-jeng inside 
the Legislative Yuan following a heated poli- 
tical debate. 

It began after Ju said she needed to be 
“manfully subdued” for the lambasting she 
gave the opposition’s plan to take over the 
chairmanship of a committee. Wu pounced 
on him in the corridor, punching, kicking 
and scratching. Ju, nicknamed Rambo for his 
own violent histrionics in the yuan, knocked 
her to the floor. Wu tried to kick him in the 





groin, but missed. Ju then rapped Wu on the 
head with one of her high-heeled shoes. 

Neither was injured, but Ju was de- 
nounced by at least 48 feminist organisa- 
tions. Wu’s detractors, who maintain she 
uses her political influence to run a string of 
businesses, including a steel mill, said she 
deserved the rap. Wu's outraged husband, 
Chu An-hsiung, warned Ju to “watch out.” 
After shots were fired by an unknown gun- 
man at Ju supporters, the Ju camp now be- 
lieves his life is in danger. Chu, as a Control 
Yuan member, has the power to investigate 
all government officials and members of the 
Legislative Yuan. Thus begins a typical 
Taiwan vendetta. 


Bush's man for Asia 
A Southeast Asia scholar from the University 
of California in Berkeley has been picked as 


President George Bush's principal national 


security assistant on Asian affairs. Karl 
Jackson, 47, will bring to the post nearly two 
decades of expertise in Southeast Asian af- 


fairs, including years of living in Indon 
and Thailand. 

Jackson makes up for his lack of phys 
stature with a sharp intellect and an in 
pressive ability to articulate policy. An al 
cionado of spicy food, he will have plenty « 
opportunity to sample Asian cuisine durir 
trips to the region. However, it will als 
mean less time cooking for his children, 
favourite way of spending his spare time. 

While his promotion will be genera 
welcomed in Southeast Asia, at least on 
group — the Khmer Rouge — will be le 
than enthusiastic. In recent years, as an a 
viser on Indochina at the Pentagon and der 
uty assistant secretary of defence for Eas 
Asia, Jackson has strongly condemned th: 
Khmer Rouge and backed congressionaee 
efforts to prevent their return. Jackson als¢ 
edited a book called Cambodia 1975-78: Ren 
dezvous with Death, which is to be publishec : 
soon. But Jackson is not soft on Vietnang: 
either, claiming that the communists sys 
tematically killed off former Thieu regime of | 
ficials after 1975. 
















Moving upstream 
Datuk Murad Hashim is more than just the. 
newly appointed senior vice-president (up 
stream) of Malaysia's national oil company, 
Petronas. When the non-Opec oil producing. 
countries met in London on 21 February, he: 
helped to bring the meeting to a consensus. 
And at another meeting last month in. 
London, this time with Opec members, he: 
emerged as the unofficial spokesman of the 
non-Opec group after a session aimed at 
achieving an orderly reduction in exports. 
That meeting would have lost its direction 
had it not been for Murad's amiable but de- 
termined efforts to keep the delegates — 
from places as diverse as the Soviet Union, 
Texas and Oman — to the agenda. “I getim- 
patient," Murad says. dina 
"They get off the track, 
I try to bring them 
back. That's all." 
Murad, 55, is not 
your average govern- 
ment oil bureaucrat. 
He spent 25 years in 
the private sector with § 
Esso before joining | 
Petronas in 1984 (be- 
coming vice-president 
downstream in 1986) and he is probably the | 
first Malay to have graduated from an _ 
American university — Boston — where he | 
met his wife. His children have also broken 
with tradition: one is a professional squash 
player in London, another is a conser- 
vationist with the Aborigines in Australia, 
while a third is an architect in Kuala Lum- 
pur. P |" 
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From the right vantage point, your vistas extend 
to even distant markets. Let's look them over together. 


The deeper your insights into a country 
dits economy, the better your prospects 
international business. Take intelligence 
optimum modes of paymentand methods 
financing, for instance. To support your 
'eign commitment successfully, your 
nk partner must be able to provide such 
ormation firsthand. 

Thats why DG BANK has steadily 
panded its international network of 
anches and subsidiaries in major finan- 
il centers. In addition, we maintain corre- 
iondent relations with some 3,000 banks 
yldwide. As a member of the UNICO 
inking Group, DG BANK cooperates 


closely with six large West European banks. 

To its international presence, DG BANK 
adds a universal range of services: from 
foreign exchange coverto Euroloans, from 
export financing to bond issues, from 
investment counselling to assistance in 
entering new markets. Whatever your 
needs, our fast-action policy ensures that 
you rapidly get together with the right 
people and lose notime in analyzing allthe 
risks and opportunities. 

Our presence in the Far East: 
DG BANK Hong Kong Branch, Hong Kong; 
DG CAPITAL Company Ltd, Hong Kong; 
DG BANK Singapore Branch, Singapore; 


DG BANK 


DG BANK - GZB (Asia) Ltd, Singapore; 
DG SECURITIES Tokyo Branch of DG BANK, 
Tokyo; DG BANK Tokyo Representative 
Office, Tokyo; European-Asian Trade Ser- 
vice Company Ltd, Tokyo; Rakyat First 
Merchant Bankers Berhad, Kuala Lumpur. 

Further offices in: New York, Los Ange- 
les, Atlanta, Rio de Janeiro, London, 
Luxembourg, Zurich, Geneva, Budapest. 

Head Office: DG BANK Frankfurt, P.O. 
Box 1006 51, D-6000 Frankfurt am Main 1, 
Telephone: (69) 74 47-01, Telex: 412291, 
Telefax: (69) 74 47-1685/1688. 


The broadly based Bank. 
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Its not just how long you age it 
Its what you age. 


No matter how long you age ordi- 
nary Scotch, it will always be ordinary. 

Which is why the words “12 years 
old” ona label aren’t nearly as impressive 
as the words “Chivas Regal.” 

After all, since 1801, Chivas Regal has 
been made from the prize whiskies of 
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such legendary Highland distilleries as 
Strathisla—one of Scotland’s oldest. 
In fact, Chivas Brothers meticulously 











selects dozens of prize whiskies—each 
for a specific characteristic—then blends 
them for that consistently smooth taste. 
All of which helps explain why many 
Scotchescan carry the words “12 years 


old? But only one can carry the words 
“Chivas Regal.” 
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Our elegant Governor's suite, one of 25 beautifully 
appointed suites, is among those important 
differences that distinguish us from other hotels in 
Hong Kong. 













IN HONG KONG, = 
THE GOVERNOR'S SUITE. & 
WALL-TO-WALL MARBLE 
AND A PERSONAL BUTLER. 2 
IT'S PART OF OUR 
DIFFERENCE. 


PARK LANE RADISSON 


HONG KONG 


310 Gloucester Road, Causeway Bay, Hong Kong 
Telephone: 5-8903355 Telex: 75343 PLH HX Fax: 5-767853 







Call your travel agent or Cathay Pacific Airways. 


WE'LL TAKE YOU FURTHER, FASTER 
THAN YOU EVER IMAGINED. 





— E Imagine an aircraft so advanced that it will cut hours off 


normal travel times. An aircraft so revolutionary that 


e 


it will change your idea of time, distance and comfort. 





Introducing SIA’s MEGATOP 747. The largest, fastest 





long-haul aircraft in the world. The first of its type 
to serve Europe, Australia and Asia; the first passenger 
aircraft ever to fly nonstop between Singapore and 
London; the first stretched upper deck 747 capable of 
flying San Francisco to Hong Kong nonstop, or Honolulu 
to Singapore nonstop. And yet no matter how many 
hours our MEGATOP may save you, you will still have 
ample time to enjoy a standard of inflight service even 
other airlines talk about, in greater comfort and luxury. 
The MEGATOP 747 takes you further, faster, than 


you ever imagined. Experience it from 9 April 1989. 
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A great way to fly i ; 
SINGAPORE AIRLINES uf 
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ÀA statesman maligned 

in the Hanging In item [INTELLIGENCE, 
.16 Feb.], it was reported that former Thai 
prime minister Prem Tinsulanond asked 
Foreign Minister Siddhi Savetsila whether 
the latter would be interested in joining the 
ranks of privy councillors. I wish to point 
out that according to the Thai constitution, 
the appointment of a person to the Privy 
Council must be done solely in accordance 
with the will and approval of the king. 
Furthermore, a privy councillor must not be, 
inter alia, a member of the parliament or a po- 
litical party. 

Since Prem, who is himself a privy coun- 
cillor, is well aware that Siddhi isa member of 
the House of Representatives, leader of the 
Social Action Party and foreign minister, itis 
highly unlikely that Prem would have made 
such a suggestion. But having attributed 
such a suggestion to Prem, the source of the 
article tarnished the reputation of a great 
stateman of Thailand and tried through 
rumour to undermine the foreign minister. 

In the article Seeking New Allies in the 
same issue, it was reported that Lieut-Gen. 
Charan Kullavanijaya, the Thai Foreign 
Ministry's  political-military coordinator, 
asked Phnom Penh for permission to visit 
and meet Heng Samrin, “unbeknownst to 
Siddhi.” It is a well-known fact that com- 
munists everywhere, including their fellow 
travellers, are keen to employ the instrument 
of disinformation to create division among 
their targets. The source of this article clearly 
used such a ploy with the aim of sowing dis- 
cord in the Thai Government, especially be- 
tween the Thai military and the civilian 
bureaucracy. JETN SUCHARITKUL 
sila Ministry of Foreign Linh 


Private eyes, public money 

Regarding "dramatic revelations" about me 
by Singapore Deputy Public Prosecutor 
Lawrence Ang in court, I am, in the first 
place, appalled that public funds should be 
squandered on this surveillance exercise of 
me in the US. 

The Singapore Government claims that | 
have committed offences under the Income 
Tax Act. It required the combined resources 
of the Internal Security Department and the 
Inland Revenue Department to formulate 
those charges against me. The actual amount 
payable in taxes allegedly evaded is minus- 
cule — about $$6,000 (US$3,106)! Does this 
justify expenditure of — conservatively — 
US$100,000 on keeping me under surveil- 
lance in the US? 

The surveillance, which continues, has 
involved bribery of the staff of my hotel to 
provide the Singapore authorities with rec- 

ords of my telephone calls and the daily con- 
. tents of the trash can in my room. 
Apropos my medical condition. I do not 
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recall having indicated that lam a bed-ridden 
invalid. Pending regularisation of my heart 
condition, I was advised against prolonged 
international air travel because of the risk of a 
stroke. The fact that the risk percentage of pa- 
tients with such a heart condition is not high 
does not negate the possibility that | might be 
unfortunate enough to fall within the per- 
centage at risk. 

In this connection, I find it distressingly 
unethical that my own Singapore car- 
diologists are being set against my American 
cardiologist. One may wonder whether they 
are looking after my medical interests or the 
interests of the state. 
New York 


FRANCIS SEOW 


Low and his investigators 
I refer to the article entitled Low and behold 
[2 Feb.]. It was stated that Low Chang-hian 
“was remanded for questioning by Singa- 
pores Criminal Investigations Depart- 
ment." Thisisuntrue. Low wasremanded at 
the Criminal Investigations Department 
(CID) but not for questioning by the CD. The 
CID provides remand facilities when investi- 
gations are being carried out. The court re- 
manded Low to the CID to enable the Com- 
mercial Affairs Department to question 
him. 

. Inthe same paragraph it was stated that a 
principal investigator, Alex Bremner, of the 
Independent Commission Against Corrup- 
tion in Hongkong, had flown to Singapore 
to assist in the inquiry. This is again untrue. 

GLENN IEYASINGAM KNIGHT 
Director, 
id asd Commercial i ad e dd 


Return of the pessimists 

In No more NICs? [THE3TH COLUMN, 9 Feb.], 
authors Robin Broad and John Cav 'anagh 
have updated the "export pessimism" argu- 
ment of the late 1970s. Untortunately, this 
thesis corresponds to the facts just as little 
today as it did a decade ago. 

The four Asian NiCsin fact developed suc- 
cessfully over the past quarter-century by ig- 
noring the export pessimists. And today's 
least developed countries (LDCs) are 
precisely those which have not opened 
their economies to the world market: 
Albania, Burma and many African coun- 
tries. 

Despite protectionism and other obsta- 
cles the authors mention, the original Asian 
NICs continue to prosper in 1989. More sig- 
nificantly, they are now trading up to higher 
value-added goods and services, thus open- 
ing the development door for the second tier 
of NiCs: Thailand, Malaysia and, to a lesser 
extent, Indonesia and the Philippines. 
Hongkong and Taiwan firms are helping 
develop southern China, Singapore is doing 
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many are planning to work with the murder- 
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the same for Malaysia, South Korea and 
Taiwan for Thailand and Indonesia, and so 
forth. 

The authors base their neo-pessimism on 
three perceived negatives: Third World 
debt, new substitutes for Third World raw 
materials, and new labour-saving technol- | 
ogy. | 
While the debt issue is indeed serious, 
former big debtors such as South Korea have | 
been successful in exporting their way out of. 
debt. | 

New commodity substitutes have, of- 
course, cost some LDC workers their jobs, but 
they have simultaneously created others. Àn. - 
example i is synthetic fibres. Countless Third - 
World workers are emploved today in pro- 
ducing nylon, polyester and acrylic fibres, ~ 
yarns, fabrics, garments and other finished - 
products for First, Second and Third World | 
markets — far more new jobs than were lost : 
in the cotton industry! 3 

Similarly, the checkout clerks who have > 
lost itheir jobs due to the microprocessor rev- ` 
olution may well get better jobs making- 
mucrochips or microwaves. vd 

While Broad and Cav anagh criticise “the © 
sin of universality in development — - 
strategies,” they themselves committhatsin |. 
by recommending that all developing coun- 
tries turn to a strategy of "Big Brother knows. — 
best." Their prescription — replacing market 
forces by bureaucratic bungling — looks re « 
markably like the approach that for decades = 
has crippled the economies of India, China, ` > 
Indonesia and other non-developed coun- ^. 
tries. LY 
Singapore R.R.GESTELAND = 


Betrayal of the benighted 
I read with dismay that companies from = 
Thailand, South Korea, Japan and West Ger © 




















ous military government of Burma [2 Feb.]. 
These businessmen seem content to exploit © 
Burma’s mineral and natural resources with 
no thought or compassion for the Burmese 
people deprived of fundamental freedom 
and human rights. They do not seem to un- 
derstand that their joint ventures will not be 
successful without the people's support; in 
fact, they are inviting sabotage. 
5i we ney (Dn T. HIUN 


Credit where itis due... 
While statistics are often mis-used [TRAVEL 
LER'S TALES, 23 Feb.], quotations can also be 
wrongly attributed. Winston Churchill may 
well have uttered your opening sentence, 
"There are lies, damned lies and statistics," 
but I have always understood that Benjamin 
Disraeli was responsible for its first appear- 
ance. 


Bangladesh D. L. BEDFORD 





South Korea and 
Taiwan are finding 
there is a price to 
pay for their 
success. Both 
former backwater 
economies based 
their rapid 
development on 
cheap labour and 
* low-cost exports. 
But now rising living standards and 
political relaxation have unleashed new 
pressures. Labour militancy is pushing up 
costs and environmental concerns are 
delaying major industrial projects. In 
addition, currency appreciation, 
encouraged by the US, is paring export 
growth and huge current account 
surpluses are fuelling inflation. South 
Korean and Taiwan manufacturers are 
being forced to adapt to this changing 
economic climate — or perish. Firms are 
cutting costs and shifting production to 
lower cost countries. Correspondents 
Mark Clifford and Jonathan Moore look at 
the struggle by South Korean and Taiwan 
manufacturers tostay competitive. 84 
Cover illustration by Zoran Mekisic. 
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China: Tibet 
Peking clamps martial law on Lhasa after 
large-scale rioting inthe city 10 
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Armed For Democracy 

The millions of dollars ex pected to pour into 
Burma as a result of the sale of timber and 
fishing concessions to foreign companies 
by the government will go towards buying 
arms and ammunition for the Burmese 
army, diplomatic sources in Rangoon said. 
The Burmese Government has given the 
impression publicly that it is selling 
concessions in order to provide funds to 
bolster its woefully depleted foreign- 
exchange reserves. But the diplomats say 
the cash will be immediately used to help 
pay for a build-up of military supplies, so 
that the army will be well equipped to 
handle any future agitation for a more 
democratic form of government. Nearly all 








Tibetans protest in New Delhi (10) 


Malaysia: Monarchy | 
Following precedent, the Perak sultan, 
former head of the Marano is elected king 
forfive years 11 | 


Thailand: Politics "WU 

A public row forces Prime Minister 
Chatichai and Foreign Minister Siddhi to 
settle their policy differences 1 2 


Australia : Foreign Relations | 

Both sides seize theopportunity of avisitby 
Indonesian Foreign Minister Alatas to 
Canberra to harmonise relations. 1 3 


Taiwan: Politics 

New hardline approach to protests signals 
President Lee’s emergence from the. 
shadows of the Chiang dynasty 4 9 






Burma: Tokyo’s Recognitioi po 
Japan says its recognition of the i 
regime is merely technical 20 


Mongolia : Glasnost aL 
Personal and political rivalries impede 


of the timber concessions have gone to 
companies from Thailand, while 
concessions to fish Burmese waters have 
gone to a range of neighbouring countries. 


Conserving and Culling 


Mongolia's Minister of Nature Protection 
and the Environment, Uthany Mavlet, has 
been warned by Procurator-General 
Jugderiyn Baljinnyam for exceeding his 
authority and breaking thelaw on hunting. 
In 1988, Mavlet issued a permit for the 
hunting of deer, 121 of which were shot, 
and gave instructions for the mass shooting 
of steppe antelope, regardless of sex and 
age, after they had been rounded up by 
jeeps and trucks — which the law on 
hunting forbids. Mavlet was threatened 
with prosecution under the criminal law if 
there was a recurrence. Meanwhile, on 19 
February there was a nationwide legal 

cull of wolves, which have risen in 
numbers and now prey upon livestock. 
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: Bush in Peking, has 


* democratisation 21 


Soviet Union: : Troop: Cuts 

The Kremlin may have run into resistance 
from the military over plans to reduce troop 
strength in Asiaand Europe 22 


India : Punjab 

Prime Minister Gandhi offers concessions 
to solve the Punjab crisis 23 

Pakistan: Politics 

An Islamic fundamentalist campaign 
intensifies the confrontation between Prime 


Minister Bhutto and Punjab Chief Minister 
Sharif 23 _ 


Malaysia: Sabah Influx 

Kuala Lumpur decides to reinforce its police 
and security presence in Sabah as illegal 
migrants flock to the rich eastern state 24 


China:Defence . 


Responsibility for nuclear-warfare planning 


shifts from the party to military 
professionals. Meanwhile, the military 
seeks to expand its tactical nuclear- 
weapons capability 27. 


Sri Lanka: Premiership 

President Premadasa names an outsider as 
prime minister, but removes some of hís 
functions and limits the term 31 


Hongkong: Nationality 
Seniorgovernmentofficials debate whether 
full British citizenship should be offered to. 
potential p a as anincentive to stayin 
the territory 33 


Each year, the country’s estimated 
30,000 wolves kill 15-18,000 head of 
livestock. 


Washington Fallout 


Embarrassment over 
the incident in which 
Chinese dissident 
intellectual Fang Lizhi 
was prevented from 
attending a dinner 
hosted by US 
President George 
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sparked bureaucratic Bush. 

wrangling in 

Washington. In an unusual move, a 
“senior White House official” who 
accompanied Bush, blamed the fiasco on 
the US Embassy in Peking, thus triggering 
an exchange of caustic memos inside the 
US Government and exacerbating the 
bitterness State Department professionals 
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feel about the personalised approach to 
foreign policy of Bush and his Secretary of 
State James Baker. The affair has soured 
outgoing US Ambassador to China 
Winston Lord, who recently saw his hope 
of becoming assistant secretary of state for 
East Asia dashed by the nomination of 
Richard Armitage. It is understood the 
accusation against Lord could only have 
come from one of three senior White House 
officials — Chief of Staff John Sununu, 
National Security Adviser Brent Scowcroft 
or Press Secretary Marlin Fitzwater. 


Party Platform 

One of the main political platforms of a 
revived Nacionalista Party (NP) in the 
Philippines will be a plan to establish a 
federal form of government. 'The NP, 
former president Ferdinand Marcos' old 
party, is currently being rehabilitated by the 
family of Vice-President Salvador Laurel, 
former defence secretary Juan Ponce Enrile 


4, 16 MARCH 1989 





to fend off a hostile bid by a Jakarta 


^ ..... «urb growth in Taiwan and South 
-An ageing population creates a flourishing x curb growth in Taiwan u 


z o 84 

3 Japan: Banking 

— BDespitegrowing central bank coordination, 
^. the Federal Reserve Board has yet to station 

- arepresentative in Tokyo to look after US. 


< Festival celebrates the mother tongue. and. Bn | interests 96 


er Japan: Investment S 
NH = Foreign. financial firms think they mightbe 

™ onthe verge of breaking into Japan' S 
|... investment-trust market 96 


d Malaysia: : Companies 


Montreal talks, could revolu tionise ta dei in ^ British-based Harrisons & Crosfield idis a. 


services. 76 





g Farkasternkconomic 





E | d In donesia: T ak eovers 
AUS car-parts maker falls back on its 


participation in sensitive defence research 


businessman. 80 


South Korea, Taiwan : Economies  _ 


-Labour unrest and currency appreciation ia 
_ Business 99 


~ stake in Harrisons Malaysian Plantations it 
->o a'friendship price’ to the Malaysian 

ac ; E Government'si investment 

d v z corpora tion. 97 


i. o Ks Malaysia: Companies 
— .. Malaysia's Berjaya group and Hongkong- 
—..... basedSemi-Tech Microelectronics battle for 
The country's long-standing revenue crisis is " 


control of SSMC, the US maker of Singer 


dcs i sewing machines 97 


PN Philippines: Companies 

The Soriano 
z chall age toits control of mining giant Atlas nci 

[e  . Traveller's Tales 37 





family faces a two-pronged 


and other Marcos-era politicians with a 
view to becoming the main opposition 
party to the administration of President 
Corazon Aquino. A national party 
convention planned for the end of May will 
issue a manifesto, which will include a 
programme to grant a large degree of 
autonomy to the Philippines’ main regions. 
Party leaders hope this will be a 
vote-winner at presidential and national 
elections scheduled for 1992. 

Ethnic Banking 

Taiwan's Bank of Communications, having 
received approval for a California state 
charter in December, is expected to lead a 
number of Taiwan banks seeking to cater to 
the lucrative Overseas Chinese retail 
market in California. It will open in Marcha 
San Jose branch to service the growing 
numbers of Taiwanese settling in the area. 
The state banking commission expects four 
to six additional Taiwan institutions to seek 
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similar branch status in the coming 
months. They will join about a dozen local 
Chinese-owned banks and thrifts as well as 
giants such as Bank of America in focusing 
on the 1 million ethnic Chinese now settled 
in the state. 


Humanitarian Grounds 

The first-ever official to visit the US from the 
Hanoi-backed Cambodian regime has 
arrived quietly. Cambodian Red Cross 
secretary-general My Samedi, a national 
assembly member, will be meeting with 
private US relief organisations as well as ! 
congressional officials. Samedi is one ofthe . 
few doctors to have survived Khmer Rouge 
rule and has played a key role in restoring 
the faculty of medicine in Phnom Penh 
University since the overthrow of the Pol 
Pot regime. The State Department granted 
him a visa on “humanitarian” grounds but 
denied the visa requests of two of his 
companions on political grounds. 
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CHINA 


Riots and martial law scuttle peace hopes for Tibet 


Repression repeated 


By Robert Delfs in Peking 
he unprecedented scale of the latest 
riots in Lhasa and the severity of 
Peking’s response have probably 
foreclosed any possibility of a 
negotiated settlement of the Tibetan issue for 
the foreseeable future. 

The Chinese Government imposed mar- 
tial law in Lhasa on 7 March — for the first 
time in three decades — after three days of 
violent clashes between Tibetans and 
Chinese police in which at least 12 people 
were killed and more than 100 injured, ac- 
cording to official reports. Tibetans and for- 
eigners in the Tibetan capital, however, 
claimed the number of deaths ranged be- 
tween 20 and 75, with several hundred 
people being wounded. 

The last time martial law had been 
clamped on Tibet was in March 1959, when 
Chinese troops swiftly suppressed a Tibetan 
independence uprising after which the Dalai 
Lama fled to India. 

In recent years, Peking had taken a softer 
line on Tibet, leading to hopes of talks be- 





Rioters on the run in Lhasa. 


tween the Chinese and the Dalai Lama’s 
emissaries. The death earlier this year of the 
Panchen Lama — Tibet’s second-ranking re- 
ligious leader after the Dalai — who had been 
considered a moderate on the issue, was 
another blow to the process of negotiations. 
But the escalating unrest and the con- 
tinued pro-independence sentiment in Tibet 
since then have apparently forced a hard line 
by Peking. Whatever the differences in the 
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Chinese leadership on other national 
policies, Peking appears united on the recent 
hard line on Tibet. 

The order imposing martial law, signed 
by Premier Li Peng, took effect at midnight 
on 7 March. The order used the Chinese 
word jieyan, whose meaning ranges from 
cordoning off an area to imposing curfew 
and enforcing martial law. The order im- 
poses tight controls on the movement of 
people and vehicles within Lhasa proper and 
its adjacent suburbs. All meetings, strikes, 
petitioning and other gatherings are banned 
in these areas and the authorities are empo- 
wered to "detain troublemakers on the spot 
or take action against anyone who resists ar- 
rest." Foreigners in these areas have also 
been ordered out. 

The People's Daily newspaper described 
the riots as bigger and involving more people 
than previous disturbances in recent years 
and claimed that the rioters had used fire- 
arms. It added that Tibetan rioters who had 
attacked party committee offices had prom- 
ised worse rioting "in a few days" which 
would "completely settle accounts with 


those who stand with the communist gov- 
ernment." 

That Peking was taking the rioting seri- 
ously was evident: the newspaper an- 
nounced official emergency mobilisation of 
all Chinese military and police reserve units 
in the region and in Lhasa, and called on the 
populace to assist in maintaining order. 

The disturbances, which began on 5 
March with a pro-independence demonstra- 
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tion by a small group of monks and nuns, 
quickly escalated into attacks on police sta- 
tions, Chinese-owned businesses, and gov- 
ernment and communist party offices. The 
official Xinhua newsagency reported that 
more than 600 rioters went on a rampage, 
throwing stones, looting, damaging vehi- 
cles, and killing one policeman and injuring 
more than 40 others. Police opened fire, kill- 
ing 10 rioters and injuring more than 60, in- 
cluding some bystanders. 

Foreigners who witnessed the rioting 
— none of whom have been able to confirm 
official reports that the rioters used fire- 
arms — described many of the rioters as 
urban youth, rather than monks or nuns. 
Film footage aired on television in Peking 
showed a dozen or more people wearing 
red Lamaist robes marching in the initial 
demonstration on 5 March. But few monks 
were evident among the crowds shown par- 
ticipating in the later attacks on government 
offices. 

Rioting continued on 6 March with re- 
newed attacks on government and party of- 
fices. The demonstrators were able to occupy 
significant areas of Lhasa's Tibetan quarter 
throughout the day, according to the foreign 
witnesses, and attacked shops, dumped 
looted goods in the streets, and erected bar- 
ricades from metal tables and rubbish cans. 
The rioters also beat and stoned ethnic 
Chinese who ventured into the area on bicy- 
cles. Reuters newsagency reported that the 
police moved in at dusk, using tear gas and 
firing automatic weapons, and arresting 
people after a house-to-house search. 


n the third day, several hundred 
Tibetan demonstrators again 
marched through the Tibetan 
quarter, waving Tibetan flags, 
shouting pro-independence slogans, and re- 
erecting the street barricades. Peking 
promptly clamped the city under martial 
law. Authorities had appeared to be exercis- 
ing restraint in dealing with unrest in recent 
weeks. There had been no violent distur- 
bances in Tibet since 10 December, when po- 
lice shot amonk carrying the banned Tibetan 
flag. 

But several pro-independence demon- 
strations by Lamaist monks were allowed to 
take place without interference after the 
Panchen Lama died on 28 January. Dem- 
onstrators raised the Tibetan flag over the 
Jokhang Temple and pro-independence 
banners and leaflets appeared in several 
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places in Lhasa on 8 and 20 February. A 22 
February demonstration, in which Lamaist 
nuns chanted independence slogans and 
during which stones were thrown at the po- 
lice, was reportedly dispersed without fur- 
ther violence. 

Xinhua reported there had been four il- 
legal pro-independence demonstrations in 
Lhasa since 13 February, and Chinese lead- 
ers were clearly concerned that major 
demonstrations were planned for 10 March, 
the 30th anniversary of the 1959 uprising. On 
17 February, an estimated 1,700 members of 
the People's Armed Police were paraded 


through the streets of Lhasa in a show of 
force, and at a conference on the affairs of 
China's different nationalities three days 
later, Chinese leaders urged vigilance 
against the sabotage of separatists. 

The restraint may have been related to US 
President George Bush's 25-26 February visit 
to Peking, as well as to Chinese hopes that 
the Dalai Lama could be persuaded to parti- 
cipate in talks on Tibet on Chinese terms. 
There appeared some hope for the latter — 
Gyalo Thondup, the Dalai Lama's brother, 
was in Peking for meetings with government 
and party officials earlier this year. 





MALAYSIA 


From bench to throne — and inflated expectations 


Vote for tradition 


By Suhaini Aznam in Kuala Lumpur 
radition won out over inter-palace 
i manoeuvring with the election of 
Perak's sultan, Azlan Muhibbuddin 
Shah, as Malaysia's ninth king by his brother 
rulers. Perak was the only state whose ruler 
had not had a turn on the federal throne 
under the 32-year-old constitutionally 
created rotational system, but some rulers — 
and some politicians — were unhappy at the 
prospect of Azlan's elevation. 

At least two rulers were annoyed that 
Azlan, an internationally respected jurist 
who was the lord president of the Supreme 
Court from 1982-84, had been reluctant to 
back a move to express dismay at the present 
king's dismissal in 1988 of the then lord presi- 
dent, Tun Salleh Abas, at the instigation of 
the government. 

Azlan had also not effectively backed 
their wish that the chief justice, Tan Sri 
Abdul Hamid Omar, remain only in an act- 
ing capacity as lord president after Salleh's 
departure instead of being confirmed. 

Salleh's removal was widely linked with 
continuing litigation concerning the dere- 
gistration of the United Malays National Or- 
ganisation (Umno), the dominant partner in 
the ruling coalition, headed by Prime Minis- 
ter Datuk Seri Mahathir Mohamad. Out of 
this grew speculation that Mahathir would 
be wary of a king who had a sharp legal 
mind, was known for independent thought 
and came from the very judiciary the govern- 
ment criticised so heavily. 

Another royal objection occasionally 
mentioned — that Azlan's wife is a com- 
moner and that her elevation to queen could 
cause protocol problems at royal functions — 
in the end seemed a mask for other reasons 
for not supporting him earlier. 

The outcome of the election, under which 
the country's nine rulers meet and hold a se- 
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cret vote, was uncertain even up to the last 
few days before the 2 March ballot. Kelan- 
tan's sultan, Ismail Petra, who held the 
strongest views over the Salleh affair, at the 
last moment apparently played a large part 
in enhancing support for Azlan among the 
other rulers — and, significantly, Azlan's 
first courtesy call the morning after the elec- 
tion was on Ismail. 

Ismail pointedly bestowed the state's 
highest gallantry award on Salleh after his 
dismissal, and it is reliably learned will also 
confer birthday honours on 
five other judges who were 
suspended, two of them sub- 
sequently sacked, later this 
month. 

Two other rulers were 
widely thought to have been 
considering offering their 
names for election — the 
Yang di-Pertuan Besar of 
Negri Sembilan, Tuanku 
Ja'afar Abdul Rahman, and 
Selangor's sultan, Salahud- 
din Abdul Aziz Shah. 
Ja'afar's father was 
Malaysia's first king and had 
Azlan declined the office or 
been by-passed, he might 
have found himself at the top 
of the list (he was, instead, elected deputy 
king). Salahuddin's father, the second king, 
had died before his coronation in 1960, and 
Salahuddin perhaps felt that Selangor had 
not had a proper turn. 

The combination of royal manoeuvring 
and political caution sparked an unpre- 
cedented degree of public interest and quiet 
palace lobbying. Observers noted that the 
election itself had never been held so close to 
the end of the outgoing king’s term — seven 
weeks before the 26 April installation of the 
next king — instead of a few months ahead. 
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Azlan: tradition. 


The Tibet issue had also been raised in 
discussions between Chinese Foreign Minis- 
ter Qian Qichen and US Secretary of State 
James Baker, who urged the Chinese to open 
a dialogue with the Dalai. Qian had replied 
that the Dalai's representatives still insisted 
on participating in talks as representatives of 
a Tibetan "government-in-exile" and on the 
basis of the Dalai's proposal in Strasbourg in 
April 1988 that Tibet become self-governing 
but that Peking retain control over foreign 
policy and be allowed to station troops there 
temporarily. These conditions, Qian said, 
were unacceptable. s 


Azlan's eventual appointment, however, 
meant a vote for tradition and the preserva- 
tion of the dignity of the monarchy, an in- 
stitution that has increasingly come under 
the glare of public scrutiny, said the obser- 
vers. That institution would have suffered in 
image if the rulers had broken its first prem- 
ise: that every state with a ruler shall have a 
turn on the federal throne. 

On a more personal level, however, the 
rulers would have been hard pressed to jus- 
tify passing over Azlan, given his distin- 
guished career. It would have been hard, 
too, to quell the rumours that political con- 
siderations influenced them. 

The uncertainty over the appointment of 
what in essence is a constitutional monarch, 
demonstrated just how much the office is no 
longer deemed to be just a figurehead post. 
Malaysian society has become tremendously 
politicised in the past several years, and since 
the "constitutional crisis" of 
1983, the rulers seem to have 
been no exception. 

That tug-of-war between 
traditional ruler and elected 
government began when 
Mahathir tried to amend the 
constitution to guarantee bills 
would be passed even if royal 
assent was withheld. When 
the rulers resisted, Mahathir 
took his argument to the 
people in a series of nation- 
wide rallies. The "crisis" 
ended in compromise, with 
parliament passing a water- 
ed-down amendment allow- 
ing the king to send abill back 
to parliament for reconsider- 
ation, but deeming that it become law if 
assent were further withheld. It did, how- 
ever, give the king the power to delay bills. 

As lord president and heir to the Perak 
throne, Azlan had quietly advised the rulers 
of their rights and limitations in 1983, thereby 
tacitly placing himself in the opposite camp 
to Mahathir. Today, however, there is no- 
thing to suggest that his relationship with 
Mahathiris anything but cordial. If anything, 
Azlan's problem may be facing inflated pub- 
lic expectations that he will serve as a check 
on Mahathir and the executive. * 
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THAILAND 


Chaticha and Siddhi put their differences aside 


Diverging policies 





By Paisal Sricharatchanya in Bangkok 
T hetwo chief proponents of Thailand's 








foreign policy — Prime Minister 

Chatichai Choonhavan and Foreign 
Minister Siddhi Savetsila — have averted a 
looming political crisis fuelled by intense 
rumours and speculation of a policy rift. 
After conscious efforts by the prime minister 
to patch up the differences, Siddhi now looks 
set to carry on his job into the 10th year. 

Public feuding by rival supporters of the 
two at one stage cast a shadow over the rul- 
ing coalition, whose two major partners are 
Chatichai's Chart Thai Party and Siddhi's So- 
cial Action Party (SAP). It was an open sug- 
gestion by respected elder statesman Kukrit 
Pramoj that Siddhi should either resign or 
swap the foreign-affairs portfolio for another 
post to ensure the coalition's unity, which 
triggered the latest crisis. 

The dust from that week-long furore now 
has settled, and it is clear the prime minister 
wants to continue with his current cabinet 
set-up. Meanwhile, Siddhi has let it be 
known among close associates that he is re- 
solved to continue working until there is a re- 
solution to the decade-old Cambodian con- 
flict — a mission with which he has closely 
identified since assuming the job in 1980. 

Sources close to Chatichai 
and Siddhi now claim their 
views on the fundamentals of 
Thailand's Indochina policy are 
not that dissimilar. Both have 
advocated expanded economic 
ties with the Indochinese states 
after the Cambodian conflict is 
settled, though the two have 
employed divergent styles and 
approaches. 

Whereas Siddhi had 
adhered to the somewhat slow- 
moving traditional approach of 
extracting a resolution within 
the UN framework, Chatichai's 
controversial meeting in Janu- 
ary with Hun Sen, premier of 
the Vietnamese-backed Phnom 
Penh regime, showed that he 
was prepared to break ranks 
with Thailand's allies in order 
to try and quicken the peace process. 

"Thailand's efforts over the past 10 years 
to seek a Cambodian settlement have begun 
to bear fruit," commented one foreign-affairs 
analyst. "Siddhi had wanted to waituntil the 
fruit was ripe, but Chatichai decided to pluck 
it while it was still green." 

But while Siddhi tried to adjust his own 
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Chatichai; Siddhi: crisis averted. 


pace to keep up with Chatichai’s maverick 
style, antagonistic feelings had intensified 
between a select group of Foreign Ministry 
bureaucrats and Chatichai's policy advisers, 
some of whom had been critical of the minis- 
try's Indochina policy long before they were 
named to their current posts. 

The fact that Chatichai allows his young 
advisers a relatively free rein — on such 
things like an active behind-the-scene role in 
the Hun Sen visit — infuriated the ministerial 
bureaucrats who regarded themselves as the 
designated professionals. The advisers in 
turn were upset by alleged ministerial at- 
tempts to withhold or delay crucial diploma- 
tic and other information from the prime 
minister. 

Ironically, the cause of the latest foreign- 
policy uproar had little direct connection 
with this staff-level animosity. Chatichai had 
met US President George Bush at the recent 
funeral in Tokyo for emperor Hirohito dur- 
ing which the prime minister gave Bush an 
aide memoire outlining various proposals on 
future Thai-US relationships. 

Chatichai reportedly phoned Siddhi from 
Tokyo asking the latter to join in the Bush 
meeting. The minister, who was in Jakarta at 
the time attending the second round of infor- 
mal Cambodian peace talks, excused himself 
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saying he was too tired and had other en- 
gagements in Bangkok. There was clearly 
insufficient advanced coordination on the 
Bush meeting; Siddhi was not consulted 
over the contents of the memoire. 

What sparked the uproar was a local 
newspaper report which was critical of the 
Chatichai memoire, particularly one of the 
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proposals, to set up a telephone hotline be- 
tween the Thai Government House and the 
White House, which was seen by the critics 
as an attempt to bypass the regular Foreign 
Ministry channels. 

The document contained several specific 
proposals on how to foster Thai-US relations 
currently and in the future. To further 
strengthen existing favourable ties in the sec- 
urity field, it suggested the possibility of 
Thailand producing certain types of Ameri- 
can weapons under licence from the US. It 
also urged Thai-US joint endeavours in ex- 
panding economic relationships with In- 
dochina and Burma when political and dip- 
lomatic circumstances permit. 

Although the sources of the newspaper 
article in question were understood to be ob- 
servers outside the ministry, it was gener- 
ally, albeit incorrectly, assumed to have origi- 
nated from the ministry. That prompted an 
angry barrage from Kukrit who, writing in 
his influential Siam Rath newspaper column, 
urged Siddhi to resign or swap positions 
with senior SAP stalwart Pong Sarasin who is 
currently deputy prime minister. 

Kukrit — perhaps the staunchest support- 
er of Chatichai's elected regime — claimed 
his suggestion was aimed at averting the 
prospect of a serious rift within the coalition 
leadership. However, informed sources said 
Kukrit — the founder of the SAP who is now 
out of politics — remained upset with Siddhi 
for defying his advice not to join the previous 
Prem Tinsulanond government. 

Kukrit also made no secret of his disdain 
for the Foreign Ministry bureaucrats. He was 
infuriated over an incident in 1985 when a 
junior ministerial official unwittingly de- 
scribed him as a “beggar” for 
persuading the Chinese to buy 
200,000 tonnes of Thai sugar 
during a Peking visit to mark 
the 10th anniversary of nor- 
malised Sino-Thai diplomatic 
relations. 

The political furore kicked 
up by Kukrit's statement appa- 
rently brought the coalition 
leaders to their senses. The 
coalition's status quo was sub- 
sequently reconfirmed after a 
series of meetings among the 
senior members of Chart Thai 
and SAP. 

Clearly realising that the 
controversy had gone too far, 
Chatichai abruptly cancelled a 
scheduled meeting with the 
visiting Vietnamese Foreign 
Minister Nguyen Co Thach on2 
March to avoid the impression that he might 
be at odds with Siddhi. The prime minister 
only agreed to receive Thach the following 
day — after being convinced by Siddhi that 
any refusal to meet the Vietnamese visitor 
would be diplomatically discourteous in the 
light of the warm reception accorded him 
during his own Vietnam trip in January. m 
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Alatas visit warms Indonesian-Australian relations 


Know thy neighbour 





By Michael Malik in Canberra 


ith two new foreign ministers 

W eager to wipe the slate clean and 

take credit for achieving a degree 

of rapprochement, Indonesia and Australia 

for the first time in three years have taken 
some realistic steps towards this goal. 

The 1-4 March visit by Indonesia's Ali 
Alatas to Australia reciprocated that to 
Jakarta in October 1988 by his Australian 
counterpart, Gareth Evans, and resulted in 
the formulation of machinery for managing 
the very fragile friendship. 

Annual talks between officials, not held 
since the early 1970s, are to be reinstated and 
will be reinforced by regular meetings be- 
tween the ministers — to be joined by other 
interested ministers when appropriate — at 
least every 18 months, but more frequently if 
there are pressing matters to discuss. 

Both ministers expressed the opinion that 
the creation of such a framework in itself 
would help to defuse potential problems and 
could achieve objectives of substance as well 
as form. Evans said it was part of their new 
approach to stop concentrating self-con- 
sciously on the state of the relationship and 
get on with practical matters. 

He said that in October 1988 there were 
several issues — including the temporary 
closing of strategic straits by Indonesia, intru- 
sions by Indonesian fishing boats in 
Australian waters and the killing of an 
Australian yachtsman in Indonesian 
waters — which in earlier times might 
well have led to a serious crisis. But he 
believed that because his visit to 
Jakarta had been arranged already, 
such issues were dealt with and not 
allowed to fester. 

The problem of Indonesian fish- 
ing boats has been tackled in a spirit | 
of cooperation. Indonesia has sup-  ,* 
ported an Australian crackdown on 
their operations, which has seen the 
impounding of dozens of craft since 
the beginning of the year. Alatas said 
his government was doing what it 
could to contact fishing communities 
and explain to them the conse- 
quences of entering Australian wat- 
ers, which he said in some cases had 
been fishing grounds for genera- 
tions. 

He pointed to the compromise 
agreement over the Timor Gap bor- 
der, in which it was agreed to have a 
"zone of cooperation" between In- 
donesian and Australian zones, 
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Closing the Timor gap 


AS SON 
LI 


rather than continue with deadlocked nego- 
tiations, as an example of the two govern- 
ment's determination to short circuit prob- 
lems between them. Progress is now being 
made towards an agreement to allow oil 
prospecting within the joint zone, which 
should be concluded within a few months, 
Australian officials said. 

The ministers also addressed the problem 
of the low level of economic activity between 
the two countries — their trade in 1987-88 
amounted to just A$1.18 billion (US$961.7 
million) — and agreed to encourage their re- 
spective private sectors to take more advan- 
tage of deregulation and structural adjust- 
ments taking place in both countries. Alatas 
also took the opportunity of a call on Prime 
Minister Bob Hawke to be briefed on 
Hawke's recent call for Asia-Pacific economic 
cooperation. 

But there was one issue above all others 
which dominated every appearance Alatas 
or Evans made before the press corps during 
the visit — and that was the press itself. The 
Indonesian-Australian relationship was re- 
duced to one of its lowest points in 1986 after 
the publication by the Sydney Morning Herald 
of an article about the business activities of 
President Suharto's family members. 

This led to the refusal of permission to re- 
main in Jakarta for Australian journalists and 
a total ban even on brief visits. This situation 
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E Asked if he believed there was 





. has been improving gradually over the past 


few months, with Australian journalists free 
to accompany Evans on his visit in October 
and visas for short visits currently being reg- 
ularly issued. 

But the press corps on the whole is still 
suspicious of Jakarta and hostile over several 
issues, including the deaths of six Australian 
journalists in two incidents in East Timor in 
1975 during the Indonesian intervention in 
and subsequent absorption of the Por- 
tuguese colony following fighting between 
Timorese factions. 

For Alatas, it was something like walking 
into a lion's den when, on 2 March, he ad- 
dressed the National Press Club in Canberra 
and subjected himself to questioning. On the 
whole, though he would not have convinced 
anybody holding strong contrary views, he 
acquitted himself with charm and style in de- 
livering a forceful appeal for understanding, 
restraint and open-mindedness on the part 
of the Australian press. 

He was pressed twice on the East Timor 
deaths and gave the same reply both times: it 
had never been established who was respon- 
sible, and was more likely the work of the 
Fretilin independence movement than the 
Indonesian army. There was no call, he told a 
persistent questioner, for him to apologise 
when his government did not accept respon- 
sibility. Was it not time, he asked, that the 
tragedy, regretted as it was, ceased to domi- 
nate the attitude of some journalists? 

Perhaps more telling, was his response 
over another contentious issue — transmig- 
ration, the resettlement of Indonesians from 
more to less populous areas of the ar- 
chipelago. Here, he said, was an example of 
the bias of which he complained. Negative 
reports on the effects of transmigration, 
especially in East Timor, were em- 
phasised by Australian newspapers, 
but positive ones, including one by 
the World Bank, had failed to com- 
mand equal prominence. 


ONVL AGONY 


preconceived bias, he said he cer- 
tainly did believe there was on the 
part of certain members of the press, 
but “it wouldn’t be nice” to name 
them publicly. He understood and 
supported the concept of freedom of 
the press, he declared, but this did not 
include freedom to defame. “To 
paraphrase an Indonesian proverb — 
do not let us allow one drop of vinegar 
to spoil the entire bowl of milk." 
During their talks, Evans and 
Alatas touched on the press relation- 
ship and it was agreed in principle 
to allow more Australian resident 
correspondents in Jakarta — at the 
moment there is only one, repre- 
senting the Australian Associated 
Press. But the ministers told the 
REVIEW that it had not yet been dis- 
cussed which organisations would 
be represented. « 
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Former NTT chairman 
charged over Recruit 

P Hisashi Shinto, a former chairman of 
Japan's telecommunications giant Nippon 
Telegraph & Telephone Corp. (NTT), has 
become the most senior figure arrested over 
the continuing Recruit share-profiteering 
scandal. Shinto was charged on 6 March 
with accepting bribes in the form of stock 
and profits in return for his company's help 
to Recruit. A long-time aide, Kozo Murata, 
was also arrested and charged with 
receiving bribes. The arrest brings the 
scandal closer to former prime minister 
Yasuhiro Nakasone and other top 
politicians, with whom Shinto had frequent 
contacts. One of the charges 

against Shinto is that he enabled 

Recruit to obtain on favourable terms 
US-made Cray supercomputers from 

NTT. 


Soviets announce troop 
withdrawal from Mongolia 


> The Soviet Union has announced it will 
withdraw 75% of its troops from Mongolia, 
in a statement evidently aimed at the 
scheduled Sino-Soviet summit in May. 
Earlier, Soviet Deputy Foreign Minister Igor 
Rogachev had told reporters during a visit 
tothe Mongolian capital, that talks between 
the two countries were to begin on details of 
the withdrawal, first floated by Soviet 
leader Mikhail Gorbachov in 1986. 
Mongolian President Jambyn Batmonh told 
Rogachev of Mongolia's satisfaction with 
Sino-Soviet normalisation during the visit. 
Batmonh said Mongolia benefited from the 
general relaxation of tension in the Asia 
Pacific region, and an agreement was 
signed enabling the two countries 

to coordinate their policies towards the 
region. 


Hongkong repatriates 
Vietnamese refugees 

> The first batch of 75 Vietnamese boat 
people in Hongkong who volunteered to be 
repatriated were flown back to Hanoi on 2 
March. All but one had arrived after the 
Hongkong Government's policy to screen 
"genuine" from "economic" refugees came 
into force in June 1988. Originally, 142 
peoplehad volunteered, but67 changed their 
minds. The names of two other batches of 
350 volunteers are being examined by the 
UN High Commissioner for Refugees and 
Hanoi. So far 1,087 boat people have been 
screened and only 93 were regarded as 
refugees. The rest were deemed illegal 
immigrants and will be repatriated, whether 
they volunteer or not, so long as Hanoi can 
be persuaded to accept them. Almost 10,000 
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more boat people are waiting to be screened. 


Sope and Sokomanu 
convicted in Vanuatu 


> The attempted constitutional coup in 
December 1988 against the Vanuatu 
Government of Prime Minister Walter Lini 
resulted on 7 March in a six-year prison 
sentence for incitement to mutiny for then 
president Ati George Sokomanu. Sokomanu 
had declared parliament dissolved and 
sworn ina “government” of rebel former 
MPs headed by Sokomanu’s nephew Barak 
Sope, a former minister and Lini ally. Sope 
was sentenced to five years, as was former 
opposition leader Maxime Carlot, after 
being found guilty of seditious conspiracy 
against the government. Former MP Willie 
Jimmy was sent to prison for two years, 
while three other defendants, John Naupa, 
Frank Spooner and John Kalotiti, were 
acquitted on similar charges. 


Social indicators 





Schooling Southeast Asia's young 


Percentage of age group enrolled in primary 
education* 
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Tamil peace mission 
founders in Sri Lanka 


> A month-long one-man mission to 
persuade the Liberation Tigers of Tamil 
Eelam (LTTE) to begin a dialogue with the 
Indian Government, has failed. The LTTE 
headquarters in Madras, in a press release 
claiming heavy fighting between it and Sri 
Lankan and Indian troops in northern Sri 
Lanka, asserted that its fight for separation 
was making progress. V. Gopalaswamy, the 
upper house MP for the ruling Dravida 
Munnetra Kazgham party of Tamil Nadu 
state, went secretly to Sri Lanka on 5 
February ina LTTEboatand met the group's 
leader V. Prabhakaranin his jungle hideout 
in Vavuniya district, but was intercepted by 
Indian troops on his way back. 
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Singapore to move slowly 
on relations with China 

> Singapore will 
eventually establish 4 
full diplomatic 
relations with China 
now that Indonesia 
has agreed to do so, 
according to First 
Deputy Prime 
Minister Goh Chok 
Tong. Goh said that 
since Singapore 
already has cordial trading relations with 
China, it does not feel it has to move in haste 
to establish full diplomatic relations. 
Meanwhile, Singapore gave a correct, iflow- 
key welcome to Taiwanese President Lee 
Teng-hui for his 6-9 March visit. Singapore 
took the unusual step of appointing as acting 
President Lim Kam San, a senior ex-cabinet 
minister for the duration of Lee's visit so 
there was someone sufficiently senior in 
protocol terms to receive him. Singapore 
President Wee Kim Wee is currently in 
hospital. However, press coverage of Lee’s 
visit was kept toa minimum. 


Goh. 


Namaliu delays 
no-confidence vote 


> In an almost exact replay of events a year 
ago — but with a different cast — Papua 
New Guinea Prime Minister Rabbie 
Namaliu on 3 March won a snap vote to 
adjourn parliament for four months to delay 
voting on a motion of no confidence in his 
government tabled the previous day. Last 
year it was then prime minister Paias Wingti 
who used the same tactic, with Namaliu 
named as his challenger. To complete the 


*reversal of roles, Wingti has now been 


named as the man to replace him if Namaliu 
loses the vote on 4 July. 


Private land ownership 
legalised in Cambodia 


> The Vietnamese-backed Phnom Penh 
government has legalised private land 
ownership in Cambodia for the first time 
since the Khmer Rouge seized power in 
1975. The country's national assembly in 
mid-February revised Cambodia's 
constitution, granting citizens the right to 
“occupy and utilise lands" and “to inherit 
landed property distributed by the state for 
housing and exploitation," official Phnom 
Penh Radio reported. An editorial in 
Pracheachon, the newspaper of the ruling 
Kampuchean People's Revolutionary Party, 
said the previous policy of state ownership 
of land had "hampered an increase in 
productivity" and "discouraged most 
farmers from exploiting their land." 
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IN 12 WEEKS, 

WE CHANGE 

THE CARPET 
GAIN. 


And we change it again every 
twelve weeks thereafter. 

Not that it isn’t superb wool 
carpet. It's simply that we un- 
derstand and respect the needs 
and expectations of you, our 
First Class passenger. 

So we have designed our new 
service totally around your 


loin 





comforts, in every deta 





every area, on the ground as 
well as in the air. 

Now, wouldn't it be a shame 
to spoil all that with a carpet 


that's thirteen weeks old? 
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Wwe you first handle a Patek Philippe, you 

| become aware that this watch has the presence 
of an object of rare perfection. 
We know the feeling well. We experience it every time 
a Patek Philippe leaves the hands of our craftsmen. 
You can call it pride. For us it lasts a moment; for you, 


a lifetime. 

We made this watch for 
you - to be part of your 
life — simply because this 
is the way weve always 
made watches. 

And if we may draw a con- 
dusion from five genera- 
tions of experience, it will 
be this: choose once but 
choose well. 

A Patek Philippe — 
because it's for a lifetime. 





Service Centre: FAIRFIELD ENTERPRISES LTD., Room 8O9, Wing On Plaza, Mody Road, 
Tsimshatsui East, Kowloon. Authorized Retailers: HONG KONG, BASEL WATCH CO. LTD., 

33, Queen's Road, Central - CHOW TAI FOOK JEWELLERY CO., LTD., 29, Queen's Road, Central 
and 44-46, Queen's Road, Central - ELDORADO WATCH CO, LTD., 60, Queen's Road, Central - 
SHUI HWA WATCH CO, LTD., 5O, Des Voeux Road, Central. KOWLOON, CHINESE ARTS & 
CRAFTS (H.K.) LTD., 3O, Canton Road - EMPEROR WATCH & JEWELLERY CO. LTD. 

81, Nathan Road, Ground Floor - GENEVA WATCH CO., 64B, Nathan Road - KING FOOK 
GOLD & JEWELLERY (KLN) CO., LTD., 118-130, Nathan Road - ZURICH WATCH CO., LTD., 
G15 Hyatt Regency Shopping Arcade, Nathan Road - ZURICH WATCH CO, LTD., 

91-93 Nathan Road. SINGAPORE: PATEK PHILIPPE SHOWROOM 1, Cuscaden Road, # 01-09 
The Pavilion Hotel, Singapore 1024, Tel. 7321506. JAKARTA: G.M. Store - 1st Floor, Gajah Mada 
Plaza Shopping Arcade - 79 Jalan Gajah Mada. MALAYSIA (WEST). PATEK PHILIPPE SERVICE 
CENTRE, C. MELCHERS & CO., S. E. A. Agency, No. 1 (2nd Floor), Jalan 13/6, 

46200 Petaling Jaya, Tel. 7555566/7555077 
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The making of Lee 


s Taiwan gears up fora series of crucial 
AS in December, President Lee 

Teng-hui is stepping out of the 
shadows of the Chiang dynasty. The na- 
tional and local assembly elections will be the 
first significant test of popularity for the re- 
forms Lee has introduced since he became 
president in January 1988. 

They are important to him because it is ex- 
pected he will seek a full six-year term in of- 
fice in March 1990 — and he is anxious to 
shed his image as a weak caretaker leader 
who is only serving out the unfinished term 
of president Chiang Ching-kuo, who died in 
office. 

Lee’s need to assert himself and growing 
opposition agitation for democratisation por- 


tend a period of political ferment for Taiwan - 


in the next few months. It will be a tough test 
of the ruling Kuomintang (KMT) and its com- 
mitment to introduce the social and political 
pluralism that was stifled in four decades of 
martial law rule by Generalissimo Chiang 
Kai-shek and later his son, Chiang Ching- 
kuo. 
The elections, scheduled for 2 December, 

are to choose part of the 294-member Legisla- 


tive Yuan, the national parliament, and re- | 


in “national discipline" and social disloca- 
tions, and said he was worried about "confu- 
sion over values" and the lack of respect for 
the law. The government, he said, would 
"root out within the shortest time possible all 
undesirable symptoms of the transitional 
period. 
Lee's choice of country — from among 
the limited range diplomatically available — 
for the first Taiwan presidential visit since 
1977 was also telling. His four-day visit to 
Singapore from 6 March would certainly 
generate enough exposure at home and 
abroad to boost his image as a leader firmly in 
control of his country — but it would also il- 
lustrate his thinking on the ultimate course of 
political development for Taiwan. 

Lee's recent emphasis on stability, and 
his view that demands for more social and 
political diversity are a sign of indiscipline 
and moral decay, find an echo in Singapore 
Prime Minister Lee Kuan Yew's stress on 
Confucian "core values" over a more plural 
political process. 

Lee Teng-hui told a group of top govern- 


elect the Taiwan provincial assembly. Other — 


elections will be for the city councils of Taipei — . 


and Kaohsiung. In addition, 21 mayors’ and | gs NS 


county commissioners' posts will also be up 
for election. 

In the Legislative Yuan, the proportion of 
Taiwan seats will increase from 100 to 130 of 
the total, the rest being filled by lifeterm 


deputies who represent mainland China 


seats and who were theoretically elected in 
an election held before the KMT was forced to 
flee to Taiwan. 

Of the Taiwan seats, only 78 will be filled 


by popular vote, and the rest by nominees of 


the government from Overseas Chinese 
communities, or from local professional and 
aboriginal groups. 

Stull, the government is not taking 
chances with the popular vote. Well ahead of 
the legally permitted campaign time, senior 
officials are being sent across the island on 
speaking tours. Lee is also beginning to place 
his own people in senior positions. 

Breaking a precedent on 23 January, he 
appeared before the national assembly’ 5 
constitutional research committee, a nomi- 
nal study group which Chiang Ching-kuo 
had ignored. Lee used the occasion to em- 
phasise law and order. He described the 
post-Chiang street protests as a breakdown 











Lee: tougher line. 


ment and party leaders on 22 February that 
the "foremost goal is to win elections on the 
premise of social stability." At the same 
gathering, Prime Minister Yu Kuo-hwa 
bluntly said that the government had given 
people enough time to adjust to the uncer- 
tainties of the post-Chiang transition period 
and that social and political chaos and flout- 
ing the rule of law must come to an end . 
“now.” 

The new hardline approach, when the 
middle class is becoming disenchanted over 
the sluggish pace of Lee's reforms, reflects 
the KMT's concern over how to tackle opposi- 
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tion militancy that is gaining ground. 

The three reform bills passed by the 
Legislative Yuan in January fail to guarantee 
that the opposition would be given an equal 
chance to fight for adequate representation. — 
The KMr's concession in legalising the oppo- ~ 
sition Democratic Progressive Party (DPP), 
can by no means be considered magnanim- 
ous, given the tide of democracy sweeping. 
some other Asian countries. 

Lee's tougher line may be a sign of ten- 
sions within the KMT as he seeks to reinforce. 
his authonty amid ageing conservative 
Chiang loyalists originally from the main- 
land. Although the 13th KMT congress in July. 

1988 gave him the mandate to proceed with. 
reform, it stopped short of giving him abso- 
lute power to realign various power blocs. 
within the 96-year-old party. | 

Loosely divided between native Tai- 
wanese and mainlanders, liberal techno- 
crats and ideologues, party cadres and mili- 
tary figures, the KMTisnolonger the centrally > 
controlled monolith it was under Chiang ` 
Ching-kuo. Now, the centre of power rests c= 
on a delicate coalition of all its diverse group- = 
ings. 

Above all, Lee, whois the first Taiwanese = 
to become head of state, mustdependonLee. . - 
Huan, the KMT secretary-general, and Gen. = 
Hau Pei-tsun, the chief of general staff, to... 
maintain his authority. p 

As Lee prepares to ask for a full term from 
an electoral college dominated by main- ^. 
landers (the president is traditionally not. = 
chosen by popular vote), a key question is — 
who he will pick as his running-mate, and... 
possibly successor, next year. z 

Yu's pledge in February to retire fromthe — 
premiership next year has opened the way- 5s 
for Lee Huan, 71, who gained first place in 
the July election for the policymaking central 
standing committee. Yu was 35th by number. 
of votes, leading to calls for him to step = 
down. s: 

Other contenders include Gen. Chiang © 
Wego, the half-brother of Chiang Ching-kuo 5 
and the island's intelligence chief, whois po- | 
pular among members of the electoral col- 
lege. Chiang Wego, however, is seen as aleft- 
over from the Chiang dynasty, which is fast 
sinking from view. That makes him unfit for - 
office in the eyes of many Taiwanese who . 
have long chafed under mainlander control. 

Given the trend to bring more Taiwanese 
into the centre, the most prominent outsider 
within the KMT might be Lin Yang-kang, the 
61 -year-old head of the Judicial Yuan and a 
former vice-premier. Relatively young and 
charismatic, he enjoys grassroots support in 
the countryside where some of the KMT's 
strongest critics are. The Taiwanese-based ` 
DPP regards Lee as being too dependent on ` 
the support of mainlanders, but Lin has the 
fresh look of the native son. 

Pushing the KMT into making the De- - 
cember elections a test of its commitment to © 
introduce full democracy, opposition leader .. 
Huang Hsin-chieh oscillates between the . 
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Right and Left, between fighting and talking. 
The DPr's militant line and organisation in 
the past year have garnered attention and 
drawn an increasing number of supporters, 
especially urban white-collar workers. 
"More than any election in the past," Huang 
said, "this one is going to show how the 
people think about Taiwan's democracy and 
political reform." 

Huang, conceding to his party's militant 
New Tide faction, has staged some effective 
street demonstrations against mainland dep- 
uties who refuse to step down so their seats 
can be filled by newcomers. His campaign 
will be centred on the issue of the ageing 
mainland-elected deputies, but many say he 
is being overly optimistic in setting a target of 
40% of the popular vote. 

If the DPP manages to get better access to 
the media — the KMT controls all television 
networks and influences much of the press 
— Huang thinks he might secure 20 of the 
Legislative Yuan seats up for election. This 
would be the minimum his party would 
need to initiate independent legislative bills. 
He also hopes to have up to 10 mayors and 
commissioners elected in the local elections. 


realistic figure would be 30% of the total 

vote, yielding a much lower number of 
legislators. But even a small percentage in- 
crease over the 3076 level would severely em- 
barrass the KMT, given its readiness to spend 
an enormous amount on campaigning. Ac- 
cording to one analyst, each KMT candidate 
could spend as much as NT$40 million 
(US$1.44 million) in the legislative elections, 
equalling the entire amount Huang plans to 
spend forall the elections to different bodies. 

In fact, the KMT is so concerned about the 
need to keep the opposition share of the vote 
to below 30% that it is thinking of hiring 
Saatchi & Saatchi, the British public relations 
firm that helped British Prime Minister Mar- 
garet Thatcher spruce up her image. 

The ppp itself is crippled by factionalism, 
torn between Huang and Yao Chia-wen, the 
former party chairman who represents the 
hardliners who advocate that Taiwan declare 
itself independent, as opposed to continuing 
to claim sovereignty over the mainland. 
However, neither Huang nor Yao can run for 
the legislature. They are barred from doing 
so by law because of previous convictions for 
"political crimes." 

Yao bitterly attacks Lee for failing to move 
more swiftly on democratic reforms. "Lee 
hasn't yet decided whether he wants to be 
president of new Taiwan or president of old 
China," he said. Hidden in that statement 
was a reference to what will be the real, but 
not enunciated, issue: Taiwan's indepen- 
dence. 

It is against the law to advocate indepen- 
dence and the DPP platform itself merely re- 
fers to "self-determination," but it is leaving 
it to individual candidates to decide whether 
they want to risk jail. a 


I mpartial observers estimate that a more 
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BURMA 


Japan recognises military regime in Rangoon 











By Nigel Holloway in Tokyo 


o sizeable country is more dependent 
Ne Japanese aid than Burma. Even 
last year, when troops battled stu- 
dents in the streets, Japanese grants and 
loans to Burma totalled ¥35 billion (US$278 
million) — the equivalent, in a normal year, 
of roughly a quarter of the country’s capital 
investment. Since other major powers have 
been excluded for years from direct influence 
in that hermit-like country, Japan's policy to- 
wards Burma is uniquely important. And it 
gives an indication of how Japan will exert its 
growing influence in the rest of the world. 
The Japanese Government has decided to 
give what it calls "implicit" recognition to the 
military regime of Saw Maung, who took 
power last September. The move has pro- 
voked sharply different reactions. Propo- 
nents argue that it will encourage Saw 
Maung to introduce political and economic 
reforms. Critics, who include some foreign 
diplomats and certain senior Japanese offi- 
cials and specialists, suggest that the decision 
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Muted harping 


elections be held" and said that it intended 
"to closely follow developments in Burma." 
Official contact between the two govern- 
ments effectively ended and Japanese busi- 
nessmen were discouraged from visiting the 
country. Japan's 19 aid projects, which had 
already been hit by financial problems and 
by the political unrest, swiftly ground to a 
halt. Along with the US and West European 
countries, the Japanese ambassador de- 
clined to attend Burma's independence day 
celebrations at the beginning of January. 
From this point onward, opinions differ 
as to how Japan came to recognise the Saw 
Maung regime on 17 February. The official 
version is that recognition was a purely 
legalistic, technical matter. Only two condi- 
tions have to be fulfilled: that the new gov- 
ernment has effective control of the country 
and that it is observing international laws. 
The Japanese Ambassador to Rangoon, 
Hiroshi Ohtaka, reported in mid-February 
that both conditions had been met, said a 
Foreign Ministry official, and that therefore 
contacts with the government could resume. 


_ 
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Burma’s chaotic economy remains dependent in Japanese largesse. 


is premature and lets the Burmese regime off 
the hook. 

Unlike countries such as the US and Aus- 
tralia, Japan operates a system of dual recog- 
nition of a foreign power: that of the stateand 
that of the government. Thus, the change in 
regime forced Japan to decide whether it 
would recognise a military junta responsible 
for the killing of thousands of Burmese. 
(Actually, the name of the state of Burma also 
changed last September, but all diplomatic 
missions in Rangoon chose to ignore this.) 

Back in September, the Japanese Foreign 
Ministry said it was “vital that free and fair 
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It did not imply support for that govern- 
ment's policies, he said. 

The Burmese ambassador to Tokyo was 
called to the Foreign Ministry, where he was 
told that Japan greatly hopes “that a political 
settlement duly reflecting the general con- 
sensus of the Burmese people may be 
achieved in the very near future.” A similar 
message was delivered by Ohtaka in Ran- 
goon. The news was splashed over the front 


page of Burma's official daily newspaper 


the following day. Subsequently, Burma 
was able to send a representative to the 
funeral of Emperor Hirohito: Health and 
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Education Minister Pe Thein, a civilian. 


The unofficial version, vigorously denied 
by the Foreign Ministry, is somewhat differ- 
ent. According to well-placed sources, an in- 
tensive government review of Burmese rela- 
tions began last January. Around that time, 
separate approaches from two highly in- 
fluential private-sector interest groups were 
made, calling on Japan to recognise the Bur- 
mese Govemment. 

The first was a group of 15 or more Japan- 
ese companies involved in aid projects. They 
said it was impossible to continue with 
the aid programme unless official contacts re- 
sumed, because their own activities were in- 
dissolubly linked with the government's aid. 
Other companies, from South Korea and the 
West, were threatening to gain commercial 
advantages because they were less con- 
strained by official guidelines. 

The second source of pressure came from 
two war veterans' ássociations with close 
links to the rightwing of the ruling Liberal 
Democratic Party (LDP). Their members had 
been forbidden to make their annual visit to 
the graves of comrades who fell in Burma, 
because of the ban on official contacts. These 
associations also have ties to many of 
Burma's old guard, both inside and outside 
the new regime. But the factor which 
counted most, sources say, was that several 
LDP leaders, including Michio Watanabe and 
Shintaro Abe, are members of the Japan- 
Burma Parliamentary Association, which 
has close relations with the veterans. 

In early February, an unofficial mission 
which included an official of the Ministry of 
International Trade and Industry, visited 
Rangoon, unbeknown to the Japanese Em- 
bassy. The small group met the Burmese For- 
eign Ministry's director-general of political 
affairs, Ohn Gyaw, on 10 February. He told 
them the government would be circulating a 
draft of the proposed election law at the be- 
ginning of March and would hope to hold as- 
sembly elections by June the following year. 
The news was immediately relayed to the Ja- 
panese Embassy. On 16 February, the Bur- 
mese Government announced a timetable 
for elections and Japan recognised the re- 
gime the following day. 

Itis hard tosay how much the private lob- 
bying efforts affected Japan's decision. For its 
part, the Foreign Ministry says that the mili- 
tary government has "more or less" restored 
law and order to Burma and that there are 
signs that Gen. Saw Maung intends to carry 
out his promise of political and economic 
liberalisation. And Japan has long felt a spe- 
cial relationship with Burma, implying that 
this gives them higher level contacts than 
other countries. 

Those ties include the military training 
Burma's strongman Ne Win and other stal- 
warts received from the Japanese during 
World War II. The Japanese ambassador's 
wife, Yoshiko Ohtaka, a famous "chan- 
teuse" during the war, is an old friend of Ne 
Win. She is now an LDP member of the upper 


house of parliament. Many older Japanese 


have a sentimental feeling for Burma and say 
that its demands for war reparations were 
more modest than many other Asian coun- 
tries. The fact that Burmese school textbooks 
continue to highlight Japanese war atrocities 
tends to be glossed over. 


hatever the historical links, Japan 
W is taking a typically hard-nosed ap- 
proach to future aid for Burma. Its 
ambassador to Tokvo was told at the mid- 
February meeting that "for the time being" 
no new aid commitments to Burma were 
being considered except for humanitarian 
assistance and that the existing projects 
would be continued "if individual cir- 
cumstances allow.” The Japanese Ministry of 
Finance (MoF) is adamant that the projects — 
which include the expansion of Rangoon air- 
port, a sugar mill and a power station — will 
not be carried out unless it is fully confident 
they can be completed. 

There remains the matter of the non-re- 
payment of official Japanese loans, too. 
Burma was ¥8.2 billion behind in payments 
at the end of last year. In mid-1988, Prime 
Minister Noboru Takeshita promised to can- 
cel loans made to all least-developed coun- 
tries before April 1988 — in Burma’s case, a 
total of ¥257 billion. But the MoF is insisting 
that all of the loans have to be repaid before 








the money can be swapped for grants from. 
Japan. Burma does not have the money. E 
The prospect of fresh aid from Japan is... 
likely to depend on whether Burma will sub- .. 
mit to the annual scrutiny of a consortium of = 
donors organised by the World Bank and . 
which would include Tokyo. So far, it has 
strenuously resisted the idea. Burma did, > 
however, receive ¥18 million in humanita- —— 
rian assistance from Foreign Minister Sosuke .. 
Uno, when he met Pe Thein after the fun- 
eral. ur 
Several foreign govemments were said T 
be annoyed about the timing of Japan's deci = 
sion on recognition, because they had hoped .. 
that such a move would have come, if at all, . 
after a UN debate in Geneva, due by 10... 
March, on Burma's human rights record. 
Some had expected Japan to support a re-- 
solution critical of the Saw Maung regime a 
drafted by France. — E 
But a Foreign Ministry official in Tokyo: = 
said "even if we could see evidence of . 
human-rights abuses in Burma," it would... 
not be advisable at this time to introduce 
such a resolution, adding that Japan wanted . - 
to send a signal that would encourage Burma 
to go ahead with the elections. Another offi- -< 
cial said they were very concerned about the 
human rights situation in Burma, “but wedo > 
not have enough information on the matter" . 
to come to a conclusion. u 











MONGOLIA 


Party organ warns against misuse of democratisation 


Ill winds of anarchy 


t the height of «Mongolia s current 
A drive for greater il tod , or glasnost, in 

the media about the country's past 
and present political life and efforts to re- 
structure the economy, the party and gov- 
ernment newspaper Unen has warned that 
democratisation is threatened by anarchy. 

In a front-page editorial headlined 

"Democracy. or anarchy?” the newspaper 
said recently that opportunities for develop- 
ing democracy in Mongolia in the interests of 
society were not being used to the full be- 
cause some people could not be bothered 
while others wanted to take advantage of the 
situation for their own ends. 

Disorder and anarchy were resulting 
from people “going against the current” on 
the pretext of opposing bureaucracy and 
over-administration. To ignore the orders of 
superior management bodies, behave as one 
pleased, disregard the administration and 
make all kinds of demands was not compati- 
ble with democracy, the newspaper de- 
clared. 
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The article went on to say that it was ““un- 
principled” to oppose managers’ instruc-. 
tions and the appeals of honest people. 
Moreover, to blacken people's names by telk- 
ing lies and slandering them as a way of tak- 
ing revenge for past grievances was not . 
socialist democracy. Going against the cur- — 
rent is an anarchic trend, according to Unen. 

However, it is not clear who has been. 
"going against the current,” evidently aterm. 
having a similar meaning to the Soviet e 
pression “braking mechanism,” used fo 
those who the authorities think are opposed: 
to economic and political restructuring 
whethersuch opposition is active or passive 

As far as past grievances are concerned 
some of Mongolia's leading scientists had 
public argument recently over the use of the 
term “enemy of the people" in articles, pub-- 
lished in the years of the late national leader. 
Choybalsan’s personality cult. The authors: 
of these articles denouncing colleagues who. 
were murdered by the secret police, are sti 
in prominent positions of authority today. 

Meanwhile, the Ministry of Public Sec- 
urity has been busy trying to improve its: 
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image and releasing data about the illegal 
repression of so-called counter-revolu- 
tionaries during the pre-1952 Choybalsan 
era with the aim of eliminating more “blank 
spots" in the country's post-revolution- 
ary history. At that time, according to Pub- 
lic Security Minister Jamsranjav, the po- 
lice authorities “stopped ensuring security 
and themselves turned into a source of 
danger.” 

Jamsranjav added: “We have no internal 
enemies and hostile groupings. However, it 
would be naive to think that there is no one 
who would be willing to use external hostile 
forces to hisownends. There are people who 
defected to Western countries and also those 
demanding permission to leave. We know 
that those countries do not yet intend to dis- 
mantle their special [intelligence] services 
which, I am sure, would never lose an op- 


portunity to use our openness to their advan- 
tage.” 

othe matter of deciding on the rehabilita- 
tion of the many “people who suffered from 
implication on false charges during the 
period of the personality cult and corruption 
of legality in the 1930s and 1940s,” as the 
purge victims of the Choybalsan era are de- 
scribed, is being handled by a special com- 
mission of the party politburo chaired by 
Vice-President Namsray. 

Namsray, who is concurrently a polit- 
buro member and central committee secret- 
ary, has also been appointed chairman of a 
party commission for drafting additions and 
amendments to the party’s rules in the light 
of restructuring. The new rules will be 
adopted at the next party congress in 1991. 
The commission for redrafting the state con- 
stitution, also set up recently, is chaired by 





SOVIET UNION 


Government fears military foot-drageing on troop cuts 


Reduction resistance 


. By Sophie Quinn-Judge in Moscow 
ith the Soviets yet to outline a plan 
for their promised troop reduc- 


l tions from their Asian territory, 


there have been hints in Moscow that the 
government is not completely sure that the 
military is keen to implement the policy. 

The reduction by 200,000 men, along with 
a 75% reduction of ground troops in Mon- 
golia, is part of overall Soviet force reductions 
of 500,000 men announced by President 
Mikhail Gorbachov in December 1988. 

Maj.-Gen. Yury Lebedev, a deputy head 
of the General Staff Foreign Department, ad- 
mitted to the REVIEW that no schedule for re- 
ductions in Asia yet exists. He put this down 
to administrative difficulties of relocating 
and retraining those who will be de- 
mobilised over the next two years. 

There are some indications that the gov- 
ernment feels the military is less than eager to 
apply its policies. In a December speech on 
the new defence policies, Foreign Minister 
Eduard Shevardnadze warned that “words 
should not diverge from deeds.” And he 
added that “unfortunately the danger of 
such a gap exists . . . Slowness, hold-ups, 
lateness cause nota small amount of damage 
to our policy.” 

Lebedev said, however, that the problem 
was not political. “We have a lot of work con- 
nected with the withdrawals from Eastern 
Europe ...We need to find accommodation 
for people, find locations for the destruction 
of armaments," he explained. 

In Mongolia the withdrawal schedule 
has still to be negotiated with the gov- 





ment there. Most of the troops to be with- 
drawn from the total of 50,000 there would 
be demobilised and about 20% of these 
would be officers, he added. 

“We don't wanttorepeat what happened 
in 1960 when we demobilised 1.2 million 
men all at once, without any consideration of 
their length of service or rights to pensions," 
Lebedev said. This time those who are near- 
ing the end of their service and who have 
their own housing will be let go first. 

Civilian disarmament specialists believe 
that further details on the basis of reductions 
in Soviet Asia will be announced during the 
Sino-Soviet summit in May, but before that 








Shevardnadze: warning. 
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President Batmonh. The revised constitution 
is due to be presented for public scrutiny in 
December. 

The December 1988 party plenum's re- 
commendations on the establishment of spe- 
cial councils of the central committee in the 
light of il tod and restructuring are now being 
implemented. There are four separate spe- 
cial councils for party and state organisa- 
tions, ideology, socio-economic policies and 
agrarian policies. 

As the councils consist of members and 
candidate members of the central committee 
and the central auditing commission, there 
has been no change in the balance of power 
at the top leadership level. The recommen- 
dations are also being carried out at provin- 
cial level, with the installation of similar 
councils under the provincial party organisa- 
tions. . 


they expect Gorbachov to make a statement 
on overall troop strength in Asia. They esti- 
mate that military strength there will be cut 
by 11-12%, from a base of roughly 1.7 million 
men in the services. 

Neither they nor Lebedev ruled out the 
possibility that some reductions would be 
made as fareast as the Kurile islands, though 
Soviet leaders have appeared to deny this 
was being considered. When Lebedev said 
"all forces remaining in Europe and Asia will 
be deployed in a clearly defensive manner," 
it meant that reductions could occur any- 
where in the Far Eastern theatre, a vast 
area including part of Central Asia, Siberia, 
the Transbaikal region and the Soviet Far 
East. 

The shift to a defensive posture will 
mainly involve the reorganisation of 
mechanised formations into artillery units, 
according to Minister of Defence Dmitriy 
Yazov. In an interview with Izvestia, the gov- 
ernment newspaper, he promised that the 
reductions would not be carried out in secret 
and that foreign journalists would be invited 
to observe some of the demobilisations. 

There is some concern, however, that the 
military will not readily comply with govern- 
ment declarations. Recently, military men 
were instructed during the recent national 
census to list their occupation as “office 
worker” and while this may have simply 
been a continuation of past practice, some 
care seems to have been taken in enforcing it 
this year, raising fears that the military may 
want to hide its true numbers. 

Friction may also arise from the conver- 
sion of arms production plants, some of 
which are in the Far East, for civilian use as 
part of the effort to reduce the budget deficit. 
Lebedev admitted some ministers in the 
armaments industry opposed the conver- 
sions. Observers think that the lower salaries 
outside the defence sector and lower priority 
for procurement of raw materials would be 
an unwelcome shock to workers who will 
make the switch toconsumer production. m 
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Gandhi offers new proposals on troubled Punjab 


A distant pue 


By Salamat Ali i in nNewDelhi _ 


ndian Prime Minister Rajiv Gandhi on 3 
[i announced proposals aimed at 

bringing normalcy to Punjab and 
pledged to hold consultations with all oppo- 
sition parties. But judging by the mixed reac- 
tion, the measures will help only i in reducing 
tension. The quelling of entrenched Sikh 
separatist terrorism, and restoration of 
democratic political order still seem distant 
objectives. 


aimed at averti ng ; defectionis to third Dues 
at year-end national elections, from both the 
ruling Congress and factions of the Sikh 
Akali Dal party, which ruled at state level 
from 1985 until New Delhi imposed central 
control two years ago with the breakdown of 
order in the state. 

Gandhi's unexpected package came in 
the wake of protracted opposition criticism of 
his administration’s failure to normalise Pun- 
jab. Henceforth, he said, foreigners would 
be free to visit all but the worst-affected areas. 
All those held for alleged sedition would be 
freed and, except for 49 who are to face trials 
on specific criminal offences, about 300 
Sikhs, held in neighbouring Rajasthan state 
without trial, are also to be TERAN 

The most welcome measure is the prom- 
ise to restrict deployment of armed police 
and paramilitary forces only to the most un- 
settled parts of the state. Their presence, 
even in unaffected areas, was in itself con- 
tributing to tension. Gandhi pledged that the 
extraordinary powers granted under recent 
amendments to the National Security Act 
would not be used. He also said that the 
draconian Terrorist Act would be used spar- 
ingly. | 

Acknowledging the widespread com- 
plaints of police attrocities and extortion, 
Gandhi announced the formation of citizens’ 
monitoring committees, to serve as watch- 
dogs which are to be given some decision- 

making powers. If the committees prove 
successful, such bodies could be formed 
at sub-district level and these measures 
would be followed by locallevel elec- 
tions. 

Gandhi claimed success in his twin objec- 
tives of breaking the back of Punjab terrorism 
and cutting its links with religious fanati- 
cism. According to him, with one or two ex- 
ceptions, terrorist groups have been broken 
up and the Sikh temples no longer provide 
sanctuary. In addition, Gandhi asserted that 
Pun jab/s economy was sou nd. The adminis- 
tration also is expected to release soon the 





three top leaders of various factions of the 
Akali Dal. 

But while the measures indicate New 
Delhi's confidence, they are not accepted by 
neutral observers as indicating its total con- 
trol of Punjab. They said that the numbers 
killed by terrorists in the state actually rose 
from 910 in 1987 to more than 2,000 in 
1988. 

These observers suspect that the mea- 
sures have been less a consequence of suc- 
cess on the ground, than aimed at the sche- 
duled year-end national elections. The ad- 
ministration's fears are that, because of the 
alienation of the people of the state from both 
the ruling Congress party and the Akali Dal 
factions, the electorate could opt for other al- 
ternatives in the coming polls. Some analysts 
think that if the Akali groups participate in 
Gandhi's proposed all-parties consultative 
conference, it would only expose their politi- 
cal impotence. 

Most of the Akali demands stemming 
from the 1984 army operation to recover the 
Golden Temple at Amritsar held by Sikh ter- 
rorists have been met through Gandhi's 





latest announcement. In addition, more than 
6,000 Sikh soldiers involved in mutinies fo 
lowing that operation have been rehabili 
tated, except for 300 serving long-term sen 
tences. 

The current situation brings into shar 
focus the implementation of the 1985 accord. 
Gandhi signed with the then Akali leader, . 
Harchand Singh Longowal. The two main 
outstanding issues under that accord are the 
Akali demand that Chandigarh — the joint 
capital of Punjab and adjoining Haryana. 
state — be transferred to Punjab, and th 

sharing of river waters with other states. . 
Gandhi can transfer Chandigarh at any time- 
and Longowal had agreed to let judicial pro- 
cess settle the river waters issue. This leave 
no outstanding issue — barring the call forai 
independent Sikh nation — to justify con 
tinued terrorism. 

However, most observers agree that the 
Akali Dalis in no better position than Gandh 
to end terrorism and some argue that no set 
of initiatives can ensure instant success. 
They say the best hope is to gradually re~- 
introduce the democratic political process in. 
the state through the latest proposals, which 
over a period of time could soften the current 
rigid political attitudes. On the other hand. 
there are fears that Gandhi might develop. 
cold feet and retract allorsomeofthenewre- . 
laxations in the wake of an upsurge in ter- 
rorism. Except for the blatant partisans, most 
observers believe Gandhi has gone as farasis = 
currently possible. Eo 
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PAKISTAN 


Islamic fundamentalists take aim at Bhutto 


War of nerves 


By Ahmed Rashid in a Laho ore "T 


he confrontation in Punj jab. province 
| [ between Prime Minister Benazir 

Bhutto and the Chief Minister of Pun- 
jab Nawaz Sharif has dramatically inten- 
sified. At the same time, Islamic fundamen- 
talists have stepped up their campaign 
against the Bhutto government. 

Leaders of the ruling Pakistan People's 
Party (PPP) claim to have won the support of 
enough legislators from the opposition Mus- 
lim League in the Punjab assembly to carry a 
motion of no confidence against Sharif. The 
PPP, which needs some 30 extra votes to un- 
seat Sharif, is aiming to win over at least 40 
MPs in the next few days. Sharif, whois pre- 
sident of the Islamic Democratic Alliance 
(IDA), in which the Muslim League is the 
largest party, was elected the chief minister 
last December by a large majority. 

The leading Muslim League dissident, 
Makhdoom Altaf Ahmed, a feudal and 
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spiritual leader from Multan, hasbeen prome: 
ised the chief ministership of the province by 
Bhutto, if he can swing enough votes, ac- 
cording to PPP sources. | 

Asa minister in the Sharif cabinet in 19 : 
Altaf led an earlier unsuccessful revolt 
against the chief minister. If Sharif is ouste 
à Muslim League-PPP coalition government 
could then be formed in Punjab, where t 
tensions between Bhutto and Sharif have i 
creased in recent weeks. | 

Sharif, who had earlier called for a jihad. ot 
holy war against Bhutto, is also accused t 
PPP leaders of masterminding the Islam 
fundamentalist protests against the gover 
ment because of the recent controversy over 
Salman Rushdie’s book The Satanic Verse 
He vehemently denies the charge and has 
now called for a reconciliation with th 
centre. 

However, for Bhutto the last straw came 
when Punjab police brazenly entered the 
prime minister's office in Rawalpindi, to ar- 
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rest a member of her staff because the man 
had made objectionable speeches against 
Sharif. Sharif said he did not order the police 
to carry out the raid. 

Sharifs position, however, has been 
weakened not so much by the PPP, as by a re- 
volt within his own ranks of the Muslim 
League. The old feudal stalwarts of the 
league are frustrated with Sharif's confron- 
tationist posture with the centre and con- 
sider him too closely dominated by the fun- 
damentalist Jamaat-e-Islami. 

The Jamaat's and other mullahs are head- 
ing a campaign against Bhutto that was ini- 
tially sparked off by the demonstrations 
against Rushdie. Well-organised rallies 
against Rushdie, whose book has been ban- 
ned in the country, have taken place in most 
Pakistani towns. The fundamentalists have 
set their own price on Rushdie's head and 


urged the government to send commandos 
to Britain to bring him to Pakistan so he can 
be publicly hanged. Instead, the govern- 
mentis going through the Organisation of Is- 
lamic Conference to try and halt further in- 
ternational sale of the book. 

Some mullahs have extended their cam- 
paign to condemn what they call the liberali- 
sation and secularism of the Bhutto govern- 
ment. They issued a religious ruling, sayinga 
woman cannot rule an Islamic country. 
Other mullahs immediately denounced the 
ruling, calling it an attempt to destabilise the 
Bhutto government. 

Bhutto struck back in a recent speech, in 
which she said that “our government will re- 
peal all laws which are discriminatory to 
women of Pakistan.” She also condemned 
the mullahs who issued the ruling against 
her. 





MALAYSIA 1 


Uncontrolled migration may tip political balance 


Sabah cuckoo’s nest 


By Suhaini Aznam in Kota Kinabalu 
alaysian authorities fear that their 
grip on the rich eastern state of 
Sabah is being weakened by waves 

of mostly illegal immigrants from nearby 
areas of the Philippines and Indonesia — 
some seeking a safe haven from conflict, 
most drawn by the relatively high wages av- 
ailable for loggers, plantation hands and 
domestic workers. 

Police headquarters in Kuala Lumpur an- 
nounced late last year it would add two po- 
lice battalions to the 1,127-strong battalion 
now guarding Sabah — though the strength 
of the two new units is not yet known — 
while the Defence Ministry is thinking of bas- 
ing the Malaysian navy's planned sub- 
marine force at Labuan, mindful perhaps 
of territorial disputes in the 
South China Sea and Manila's 
still unrenounced claim to 
Sabah. 

For the immediate future, 
the migrant flow is the main 
source of concern — though 
Sabah's timber concessions, 
palm oil and cocoa plantations, 
and coastal fisheries so far 
provide employment. Today, 
every third person in Sabah 
is a refugee or illegal immi- 
grant. Sabah's latest census 
shows a local population of 
1.3 million citizens, and au- 
thorities conservatively esti- 
mate the immigrants to number 
500,000. 


24 


Sabah Chief Minister Datuk Seri Joseph 
Pairin Kitingan announced last year that 
anyone found without a work permit after 1 
January would be promptly deported with- 
out prosecution. The state did deport 2,000 
Filipinos and some Indonesians recently, but 
this has been a drop in the ocean. 

New arrivals keep flooding across 
Sabah's 900-km coastline, ferried by the 
people who call themselves fausug — people 
of the currents. For centuries, swift outrig- 
gers have crossed theSulu Sea bringing Sulu 
and Bajau fishermen, traders and occasional 
pirates from Mindanao and Tawi Tawi to the 
coastal villages dotting Sabah's eastern fron- 
tier. With high-powered engines fitted to the 
slim craft, the crossing now takes only five to 
eight hours, mostly made under the cover of 
night when risks of interception are slight. 





Refugee fishermen in Sempoma. 
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PPP leaders now see no end to confronta- 
tion in Punjab or peace with the religious 
lobby until Sharif is ousted. But he will not 
yield withouta fight. Sharif is banking on the 
fact that the army, President Ghulam Ishaq 
Khan and the mainstream Muslim League 
are fearful that if he is ousted, Bhutto will 
try to extend her powers by mustering 
enough support in the national parliament 
to repeal the controversial eighth amend- 
ment to the constitution which makes the 
president more powerful than the prime 
minister. 

The key factor remains the army's at- 
titude, which has so far backed Sharif in 
order to maintain a political balance. The pre- 
sent war of nerves depends on Bhutto not 
pushing ahead so fast that the delicate ba- 
lance of power between the PPP and the army 
comes unravelled. s 


Most of the refugees or illegals — about 
350,000 — are Filipinos fleeing poverty and 
strife in Mindanao. In addition, some 
150,000 Indonesians have moved into 
Sabah, about 60,000 with work permits and 
90,000 illegally. More than the Filipinos, the 
Indonesians are a temporary workforce 
rather than settlers. Comparatively few 
come with their families. Many make regular 
trips home, from their jobs in plantations and 
timber camps, just across the border into 
Kalimantan, Indonesia. Local Sabahans re- 
sent them less because they do not seem to 
be setting roots in Sabah. 


nly 70,000 of the Filipinos in Sabah 
() ever qualified as refugees from the 

1972-78 civil war in Mindanao. The 
rest are all illegal immigrants. They work 
here, marry local women and, given the 
thriving fake identity-card syndicates, many 
also vote here. "Should we treat them as ref- 
ugees or immigrants?" asked one Sabah resi- 
dent. "If they are immigrants, how can we 
speak of national sovereignty when people 
can wander in and out?" 

Many Sabahans fear that they will soon 
be outnumbered. Even if the incoming tide 
were stemmed, the immigrant 
birth rate surpasses that of 
the locals. Immigrants marry 
younger — 13 is an average for 
girls — and “with no television 
or money for movies, they just 
have larger families,” said an of- 
ficial in Tawau. 

The immigrants have 
shifted Sabah’s already compli- 
cated ethnic mix, weighing 
heavily in favour of the Mus- 
lims of Filipino origin, in- 
stead of the Christian Kada- 
zan who govern the state 
today, or the Chinese who 
control its economy. Thus, 
some Sabah Muslims claim, 
the Parti Bersatu Sabah (PBs) 
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government has tried to counterbalance the 
flow by allowing easier entry for labour- 
ers from the mostly Christian Nusateng- 
gara region of southeast Indonesia and house- 
maids from the northern Philippines. 

PBS members deny this, arguing that 
crime and the threat to Sabah's security did 
not discriminate along ethnic lines. In any 
case, said a Chinese resident, the numbers of 
Christians coming in are but a drop com- 
pared to the Muslim influx under the two 
previous Sabah governments — the United 
Sabah National Organisation (Usno) in 1967- 
76 and Berjaya in 1976-85. 

In Sabah, it is an open secret that both 
Usno and Berjaya had allowed in Muslim im- 
migrants with the aim of enlarging their pool 
of potential voters. These immigrants 
quickly acquired the blue national identity 
cards and today consider themselves Malay- 
sian citizens of Filipino or Indonesian origin. 
In June 1988, about 84,000 of the 
then 145,000 Indonesians in 
Sabah could vote in state elec- 
tions. 

Once having opened the 
door, there was no way to shut 
it. The ratio of one immigrant per 
2.5 locals is now so serious that 
Sabahans — mindful of the 
Sabah claim — openly admit that 
should the Philippines want to 
take over Sabah, its "advance 
party" would ensure a walk- 
over. Many wonder aloud about 
the Malaysian armed forces’ abil- 
ity to defend its furthermost 
territory. 

Sabah Christians and Chinese 
worry about the numbers of Moro National 
Liberation Front supporters wandering 
in the streets of Sandakan and Lahad 
Datu. "Their numbers make Sabah vulnera- 
ble as a base fora Moro governmentin exile," 
a resident said. Others have begun to won- 
der about possible communist infiltration 
through the Philippines’ rebel New People's 
Army, masquerading as economic migrants 
from the north. 

Such fear and resentment have made life 
more difficult for "transient workers," the 
new term the government coined for illegal 
immigrants. Laura (not her real name), 40, 
was once a radio broadcaster who today 
earns M$300 (US$109) a month as a domes- 
tic servant. ^We come in good faith to work 
because we have family in the Philippines 
who are depending on us to send them 
money," shesaid. She left Manila forSabah a 
few years ago, in a boat with 15-20 others. 
The journey took two days and two nights, 
via Zamboanga and Palawan and cost them 
P1,000 (US$47) each. She considers the trip 
well worth it for today she sends M$140 
home each month. 

Out of humanitarian instincts, Sabah has 
to date indirectly supported the immigrants’ 
stay. Migrants are treated at government 
hospitals, and children with Malaysian birth 


16 MARCH 1989 


MALA SUIS 


certificates attend government schools. A 
local doctor estimated that six out of 10 hospi- 
tal beds in Sandakan were occupied by illegal 
immigrants. Measles and malaria epidemics 
are common in immigrant squatter villages. 


Ithough the overall crime rate drop- 
ped by 13% between 1987 and 1988, 
the incidence of crime rate by foreign- 
ers has risen steadily: 65% of the crimes in 
1988 were committed by illegals, of which 
80% were committed by Filipinos. Most oc- 
curred on Sabah's east coast, stretching from 
Tawau nearest Indonesia, to Sandakan, the 
timber port town nearest the Philippines. 
The nature of crimes has also changed — 
armed robberies carried out anywhere from 
estate offices to the open sea, rather than sim- 
ple burglaries, said Police Commissioner 
Syed Othman Syed Ali. 
“Violence is nothing to them," a Sabahan 
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said, expressing a widely held view. “Life is 
cheap in free gunwheeling Mindanao," a 
plantation manager said. "Those are the 
values they have brought here." In 1988, 
migrant workers planted a land mine and 
killed an estate manager and two policemen 
in a car carrying only M$1,200 in cash. The 
migrants themselves feel hurt that they are 
the first suspects for any crime, but without 
proper documents and in many cases bound 
by a code of protective silence, they cannot 
protest their innocence and point the finger 
at others. 

But gang fights between the ethnic 
groups rarely occur these days. This year to 
date, only one such fight broke out in Tawau 
and another in Sandakan, both between 
Sulus and Bajaus from the Philippines. In 
1988, the police recorded none. 

Sabah officials look for a solution from the 
federal government. Pairin went to Kuala 
Lumpur in December specifically to talk 
about illegal immigration with Prime Minis- 
ter Datuk Seri Mahathir Mohamad, who ap- 
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Filipino migrants make themselves at 
home in Sandakan: 26. 
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parently showed deep concern. The federal 
government's announcement that it would 
set up a special task force, with Sabah partici- 
pation, was happily received and officials are 
now anxiously waiting for some plan of ac- 
tion. 

The predicament essentially stems from a 
very real labour shortage — or at least the un- 
willingness of local employers to pay wages 
high enough toattract Malaysians. For work- 
ers from the Philippines and Indonesia, 
wages offered seem generous: an unskilled 
labourer on a cocoa estate could earn M$200- 
300 a month, M$300-500 in a timber camp. 

Managers maintain that local labourers 
are simply too few — and too soft — todo the 
backbreaking work demanded of them. “We 
would be totally crippled without foreign 
workers" a medium-sized estate owner 
said. Indonesian labourers especially have 
won a reputation for hard work. A 4,000-ha 
oil palm estate requires 500 
workers, a cocoa plantation dou- 
ble that number to maintain pre- 
sent productivity levels. Foreign 
workers are also needed in 
timber-felling, construction, 
aquaculture projects and poultry 
and pig farms. 
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o, 9j It is not a new problem. In 


1966, the government estab- 
lished the Malaysian Migration 
Fund Board (MMFB) to draw 
workers from the populous 
peninsula to Sabah's timber 
camps. But workers from the 
peninsula are, if anything, even 
fonder of urban comforts, and 
the MMFB went into abeyance. 

Part of the difficulty in finding a solution 
lies in state-federal sensitivities. A slight hic- 
cup took place when Sabah announced the 
six-month amnesty for Indonesian illegals in 
August 1988, whereby those without papers 
could return to Nunukan, just across the bor- 
der, and then re-enter Sabah with the proper 
documents. But the federal government 
took a dim view of the Sabah government's 
unilateral action in what is a federal, rather 
than state, jurisdiction. Sabah does, how- 
ever, have the authority to screen Malay- 
sians from other states wanting to work in 
Sabah. 

When the amnesty ended on 1 February, 
some 60,000 Indonesian illegals had taken 
advantage of the programme, though local 
authorities estimate a larger number simply 
kept low in the estates. 

Today, employers have to pay about 
M$350 to process the papers to bring in one 
worker through legal channels. Most are 
signed up for a two-year contract. If caught, 
errant employers could face a M$5,000 fine or 
six months in jail. No one has yet been 
punished, but employers know that it would 
take only a few examples to send the illegals 
underground, causing an overnight labour 
shortage. 

The larger companies are more careful 
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about keeping to the right side of the law, 
and generally workers get a better deal in 
terms of pay and medical facilities than the 
small operators. 

But even the large operations are dealt 
nasty surprises when workers present them 
with false documents. Bal Estate, one of the 
larger concerns, thought that all their work- 
ers were legitimate until it tried to register 
them for Socso, a government social security 
scheme. Some were found to be using ex- 
pertly forged identity cards — duplicating 
the numbers of authentic cards on the penin- 
sula. Field officers said forged cards have 
been sold for as low as M$50. 

Malaysia does have both a labour agree- 
ment and a joint border agreement with In- 
donesia, but neither with the Philippines, 
though Manila has agreed to cooperate on 
the problem of its illegal workers in Sabah. 
Nor is there a Philippine consulate in Sabah 
to help legalise the Filipino workers, the 
reason being the great diplomatic bone of 
contention between the two countries. 
Malaysia might interpret a Philippine consu- 


late in Sabah as a tacit dropping of the Sabah 
claim. “We are the ones suffering because 
the Sabah claim is not resolved,” said 
Pairin. 

There is no longer any intermediary to 
help resolve the problem. The UN High 
Commission for Refugees used to have 
an office in Sabah but pulled out in 1987 
when it felt the immigrants no longer quali- 
fied for refugee status. It left behind four 
resettlement schemes: in Kota Kinabalu, 
Tawau, Sandakan and Semporna, which 
now come under the supervision of the set- 
tlement division of the Chief Minister’s De- 
partment. 

The immigrants themselves show an 
ingenuous attitude to the concept of 
sovereignty of another state. They openly 
admit their status and complain that they 
cannot get work permits. 

Several census takings by police and the 
settlement division have, meanwhile, given 
the immigrants what may be false hopes. 
Under the second police census in 1987, im- 
migrants were issued ops bersih (clean-up op- 
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Filipino migrants make themselves at home 


Putting down roots 


ampung Bahagia, close to timber- 
K town Sandakan, is one of four ref- 

ugee settlements in Sabah, built by 
the UNHCR on Sabah government land and 
named after the Filipino refugees’ hopes for 
a better life: Kampung Bahagia or “village 
of happiness” in Sandakan, Kampung Hida- 
yat or "God's guidance" in Tawau, for exam- 
ple. 

The camps were handed over to local au- 
thorities in 1987, when the UNHCR decided 
the inmates no longer counted as refugees. 
Increasingly, the camps have grown to re- 
semble the surrounding mixed villages of lo- 
cals and migrant workers — many of whom 
also claim to be refugees. 

Kampung Bahagia, one of the less well- 
endowed settlements, has water brought 
down from the nearby hills in bamboo pipes 
and one underground spring, but Kampung 
Hidayat gets its water supply from the Public 
Works Department and electricity from the 
Sabah Electricity Board, just like any other 
Sabah village. 

Where the refugees were once depen- 
dent on the UNHCR's weekly supplies of rice, 
sardines, sugar and coffee, today they work 
at the nearby sawmill or go out to sea to fish. 
The children attend the village school. 

The refugees run their own vigilante 
corps to police their settlement. When a ref- 
ugee gets into a fight with a local, the police 
are called in. "When the trouble is within the 
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village, we deal with it," said the village 
head. 

Outside the settlement schemes, more re- 
cent immigrants think that by living side by 
side with the locals, they have integrated 
with the local population. The locals dis- 
agree. On Gaya island off Kota Kinabalu, 
local Bajaus — immigrants of at least 30 
years' residence — resent recent arrivals who 
have moved into the long-stayers' stilt vil- 
lage. 

Locals say the influx has removed the 
trust that used to govern life in Sabah vil- 
lages. When an immigrant takes a fancy to 


Filipino refugee families in Selamat. 
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erations) cards displaying name, photo- 
graph and a serial number for record pur- 
poses. 

The cards have nolegal standing, helping 
the immigrants obtain neither Malaysian 
identity cards nor work permits, but they do 
make travel within Sabah easier between po- 
lice check-points. Last year, the settlement 
division conducted a similar census and is- 
sued its own papers, with photograph and 
thumb-print. 

The Sabah government has said its goal 
now is to halt any further influx of mi- 
grants and progressively to send back those 
who are unemployed or whose jobs can be 
taken over by locals — begging the ques- 
tion why immigrants were hired in the first 
place. 

But Sabah is a large state with ample 
space for lying low, and its shores and jungle 
border almost unpoliceable with present re- 
sources. With generations of migrants pre- 
ceding them, newcomers can fit im- 
mediately into a kinship network within 
their own ethnic group. E 


the fruits on your tree or the T-shirts on your 
clothesline, chances are you might soon find 
them missing, said a Tawau resident, since 
they seeall things as belonging to Allah. Feel- 
ing swamped by their numbers, "it is the lo- 
cals who have suffered a culture shock, a 
sense of dislocation," he said. 

Sabah farmers can no longer leave their 
produce in a wooden lean-to by the road, 
trusting buyers to place a fair payment in the 
cigarette tin by its side. People lock their 
doors when leaving home. 

Filipino immigrants have no cause to feel 
homesick in Sabah. All along the side- 
streets, wooden stalls sell all kinds of Philip- 
pine-made goods from cosmetics to vita- 
mins. 

Locals claim that even some second gen- 
eration immigrants, now Malaysian citizens, 
still think of Sabah as an extension of the 
Philippines and send their children to the 
University of Zamboanga, not the University 
of Malaya. m Suhaini Aznam 
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CHINA 1 


Nuclear responsibility shifts from party to military 





By Tai Ming Cheung in Hongkong 


he present era of fence-mending 
among nations has left China without 
clearly defined “enemies” and, asa re- 
sult, the country’s long-standing defence 
priority is gradually being pushed to the back 
burner. Nevertheless, to insure against 
weakness in China’s defences, Peking con- 
tinues to beef up its strategic and tactical nu- 
clear forces, and is shifting more responsibil- 
itv for doing so from communist party chiefs 
to professional military planners. 

Until recently, Chinese military leaders 
were excluded from nuclear policy planning 
by a civilian party leadership which viewed 
this responsibility as too important to be left 
to soldiers. But since the early 1980s, military 
planners have been given a larger role in for- 
mulating nuclear policy, and debate among 
them continues over what shape policy 
should take in response to rapidly changing 
geopolitical circumstances. 

Crucial to the outcome of the debate is a 
decision on whether to focus attention more 
on the possibility of China becoming em- 
broiled in limited conventional wars in the 
era of détente or on "preparing for a major 
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Countingth the costs of Peking/s nuclear. 
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and nuclear war.” No decision on the shape 
of China's new nuclear strategy appears to 
have been made, but Chinese analvsts hint 
that such a decision will be made soon. The 
very debate among China's military leaders 
is a reflection of Peking s broader g goal of de- 
politicising the military and making it more 
professional. 

China's current nuclear doctrine, deeply 
influenced by the late party chairman Mao 
Zedong, is deliberately vague but stresses no 
first strike, the use of minimal numbers of 
nuclear weapons and, ultimately, the domi- 
nance of people over such weapons. The 
doctrine reflects Peking's recognition of how 
limited its own nuclear capability is as com- 
pared to that of the Soviet Union or the US. 

China thus came to rely more on the 
psychological dimension of nuclear deter- 
rence than on the numbers and sophistica- 
tion of its nuclear weapons to achieve its 
strategic aims. Deception and ambiguity of 
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Peking to keep its better armed nuclear ad- ; 
versaries off-balance. ; 

The most compelling determinant of Pe- 
king's nuclear policy was the vulnerability of. 
its own military forces to a pre-emptive 
superpower strike before it could acquire an. 
effective retaliatory capability. Both Mos- 
cow, at the height of Sino-Soviet confronta- 
tion in 1969, and Washington, during the 
Korean War and again over tensions in the 
Taiwan Strait in the mid-1950s, threatened. 
Peking with a nuclear riposte. 

In line with Peking's recognition of its. 
own weakness in comparison with the 
Soviet Union and the US, was the concept of 
"deterrence by denial" of ultimate victory. In 
contrast with the superpowers' concept of 
deterrence bv threat of punishment, the 
Chinese doctrine was predicated on the idea 
that given China's inability to retaliate 
against a pre-emptive nuclear strike, it 
should emphasise its ability to survive one. - 

Demographic and geographic realities 
reinforced the Chinese argument. As a 
populous, largely peasant society, with a 
poorly developed economic infrastructure, 
the country was considered to be less suscep- 








tible to a crippling nuclear drubbing than’ 
would a more industrialised, urban-oriented =: 
country. Mao once asserted that in à poste = 
nuclear holocaust, some 200 million Chinese | 


would probably survive in the countryside. = 
Today's Chinese military strategists. 
argue for the use of nuclear weapons to help: Ru 
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Zhao would be final arbiter. 
J However, Zhao's. judgment would be heavily influenced by 
advice from Yang, the party’s senior military adviser, who holds 
executive power over the CMC and is therefore responsible for nu- 
clear forces at peacetime. | 
. Below Yang, operational cominiand of nuclear forces is in the 
hands of China’ stop military comr 
control strategic submarines andl bom 
based systems, the most important of : th et 
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find themselves in a quandary if the command chain, stret ct 
all the way back to Peking, were tobedisrupted. = ^ ^. 
This potential problem is aggre avated by an antiquated: and ü 
reliable communications system. Only since the early 1980s hi 
field commanders had wireless communication with Peking: 5 
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today, wireless communication: is vulnerable to a. by the 
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— be in violation of China's long-stand- 


means no first strike on enemy terri- 


= unlike the Americans, have not estab- 





-well as strategic goals, if confined 
-strictly to Chinese territory, would not 


- ing, no first-strike pledge — which 


< tory. This policy, should it be adopted, 
_ would parallel that of the Soviets who, 


= lished a threshold where conventional 
¿> warfare ends and tactical nuclear war- 
- fare begins. 
— . Discussions among Chinese mili- 
= tary planners about tactical nuclear 
.. Strategy and its integration into regular 
- military operations, began in the early 
^. 1980s. Although China has not offi- 
-; cially confirmed it has tactical nuclear 
^ weapons, its efforts to miniaturise nuclear 
-— warheads and develop missiles suitable 
- for delivering such weapons suggest the 
=< weapons are in its arsenals. Recent under- 
^. ground nuclear tests, analysts say, have 
included low-yield detonation — under 20 
..Kkilotons — as well as increasingly more 
-— powerful explosions. 
5. Following one low-yield underground 
w test in September 1988, there was specula- 
tion that China had tested a neutron device. 
^. China's Guangming Daily, an official news- 
<: paper for intellectuals, said only that such 
^. tests were part of China's development of 
"third-generation nuclear weapons." Neut- 
ron, or enhanced radiation, bombs are mini- 
ature thermonuclear devices that kill people 
< mostly with concentrated radiation, rather 
than blast or heat, leaving the surrounding 
-- physical environment more or less intact. 
Recent articles in Chinese defence publi- 
; cations have discussed whether China 
- should build a neutron bomb stockpile. 
There are few technical difficulties in making 
the devices, the articles assert, but at a cost of 
: about US$1 million each, such bombs are 
|. viewed by some as too costly given current 
.. budgetary constraints. One technical prob- 
.; lem China does face is its inability to produce 
© some nuclear material in sufficient quan- 
= tities, especially tritium. 
.. Ching’s neutron research has been gear- 
_ ed to peaceful as well as defence purposes. 
..-. Experimental neutron generators have been 


z developed which, Chinese experts say, “will | 


- make great contributions to the economy [as 
= well as to] national defence." 

-» . Nevertheless, the defence publication ar- 
ticles point out the suitability of neutron 
< bombs and tactical nuclear weapons to 
:; China's defence — particularly against any 
.; Soviet armoured invasion. Likely battle- 
~~ grounds for such an invasion would include 
_ sparsely populated Inner Mongolia or Xin- 
.. jiang, where damage due to nuclear fallout 
^: would be limited. 

— Inaddition, even a small number of neut- 
cron bombs would reduce China's need to 
~ build the thousands of tanks necessary to 
-stem such a Soviet invasion, thereby saving 
. China several billion dollars, the argument 
- goes. Neutron bombs were developed by 
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the West in part as an anti-tank weapon for 
possible use against the Soviet Union's huge 
armoured force should it ever be deployed 
against Nato forces in Western Europe. 

People's Liberation Army (PLA) exercises 
simulating defence of China against nuclear 
and chemical weapons attacks, are now reg- 
ularly held. Over the past five years, the Sec- 
ond Artillery alone has conducted 120 such 
exercises. In the process, commanders are 
said to have learned how to make the most of 
a limited tactical nuclear weapons force. Cur- 
rent tactics dictate that such weapons should 
be used to support infantry against the 
enemy's forward lines, rather than on crucial 
rear units, such as headquarters and enemy 
artillery. 

The exercises, conducted close to the 
Sino-Soviet border, have become larger and 
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<== year, all of the PLA’s anti-chemical war- 


more sophisticated. ‘In October last 


fare units were massed to test their per- 
formance in the biggest exercise of its 
kind since the height of Sino-Soviet ten- 
| sions in the 1960s. 


= Chinese military planners believe 


that any future war involving the Soviet 
Union would be large scale and nu- 
clear. And unlike their Nato counter- 
parts in Western Europe, who plan to 
use nuclear weapons only as a last re- 
sort when conventional defences are 
exhausted, Chinese military planners 
expect that nuclear weapons would be 
used in the opening rounds of any 
Sino-Soviet conflict. 
With international nuclear proliferation 
and such technological advances as the neut- 
ron bomb, “the demarcation line between 
nuclear weapons and regular weapons is be- 
coming more and more confused with each 
passing day,” wrote Zhai Zhigang and Guo 
Yuqian in the People's Liberation Army Daily. 
They suggested: “Controllable, micro- 
miniaturised nuclear weapons may become 
effective means of attack in destroying limit- 
ed targets.” 

Nuclear weapons mean more to their 
possessors than just devices of mass destruc- 
tion. Possession of them has become a pre- 
requisite to major power status and an im- 
portant foreign policy tool. Chinese leaders 
have cited Soviet and US nuclear bullying as 
the primary reason spurring their pursuit ofa 
nuclear-weapons capability. a 
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Peking's nuclear deterrent has not come cheap 


Counting the costs 


T hile the development of a nuclear- 
W weapons capability — announced 
to the world in 1964 with the deto- 
nation of China's first atomic bomb — was 
no small achievement given the country's 
virtually non-existent industrial and tech- 
nological base at the time, the economic 
costs have been substantial. Although no of- 
ficial figures are available, as the costs of Pe- 
king's nuclear programme are not included 
in budgetary outlays, the cost of its first 
atomicbomb was about US$4 billion, accord- 
ing to Chinese estimates. 

Today the country's nuclear-arms indus- 
try, concentrated in China's remote western 
areas, provides employment for more than 
240,000 people. But despite the high cost of 
sustaining such a huge workforce and the 
burden of industry-related costs, Peking 
considers its nuclear-arms deterrent a bar- 
gain when compared to what it would have 
had to pay out to keep its 3 million strong 
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armed force equipped with up-to-date con- 
ventional hardware. 

As a priority programme with separate 
funding, China’s nuclear forces have es- 
caped the financial squeeze imposed on the 
rest of the People’s Liberation Army (PLA). 
Still, there has been a scaling down of re- 
sources. The country’s overall nuclearindus- 
try is shifting its emphasis in favour of the 
civilian sector, from a 40% share of total allo- 
cations in the early 1980s to 70% by a target 
date of 1990. 

Funds for nudear-weapons develop- 
ment, viewed as the most crucial area for im- 
provement in China's nuclear forces, have 
certainly not been cut and probably have . 
been increased. 

For their efforts, the Chinese have pro- 
duced an impressive arsenal. Western esti- 
mates reckon China has some 120 bombers 
capable of delivering nuclear bombs, 50 
short-range tactical nuclear-tipped missiles, 
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CSS-4 ICBMs: part of an impressive arsenal. 


and 60 intermediate-range and six long- 
range strategic missiles with nuclear 
payloads. These include mobile short-range 
tactical and intermediate-range strategic mis- 
sile and launching systems, such as the 
Dongfeng 3, the 13,000-km range Dongfeng 
5 missile (capable of reaching parts of the US) 
and the solid-fuel, submarine-launched 
Jiulong-1. 


hese weapons rank only with those 

produced in the early 1970s by the 

Americans and Soviets, but China’s 
next generation of nuclear weapons is al- 
ready in an advanced stage of development. 
Foreign analysts expect solid-fuel, multiple- 
warhead, longer-range and more accurate 
strategic missiles to come off China’s produc- 
tion lines from the mid-1990s. 

Short-range tactical models are also be- 
coming increasingly sophisticated with 
cruise-type missiles in the pipeline capable of 
“supersonic speed, ultra-low altitude, over- 
the-horizon capabilities, and with auto- 
mated and accurate guidance systems,” a 
Chinese newspaper reported. 

In September 1988, the Jiulong-1 missile 
was successfully launched from a sub- 
merged Xia-class nuclear submarine — be- 
lieved to be the only one in service. Chinese 
navy chiefs hailed the launch as an important 
step towards an operational, sea-based nu- 
clear deterrent. Western analysts say that 
major technical problems, especially the sub- 
marine's instability during missile launches, 
has slowed down the programme’s develop- 
ment. 

Analysts do not expect any shift in 
China's emphasis on a land-based nuclear 
deterrent to a sea-based one, though most 
other nuclear powers have moved in that di- 
rection. Given the resources already spent 
on land-based missiles, additional expendi- 
ture on building up a submarine-based deliv- 
ery system is regarded as prohibitively ex- 
pensive, especially as Chinese expertise in 
the field is lacking and huge sums of money 
have already been allocated to build up a 
blue-water navy. 

Also, given the sophisticated anti-sub- 
marine warfare capability of both the US and 
the Soviet Union, China's relatively few sub- 
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marines — with their limited 2-3,000-km 
range nuclear missiles, which require de- 
ployment relatively close to potential targets 
— would be very vulnerable to detection. 
The Chinese are believed to be building a fur- 
ther four Xia-class submarines, each equip- 
ped with 20 missile tubes. Four to five nu- 
clear submarines are the minimum neces- 
sary to maintain a constant sea-based deter- 
rent as at any one time two to three sub- 
marines would be in dock. 

However, PLA naval commanders argue 
that a sea-based nuclear deterrent is vital, 
given the vulnerability of land-based forces 
to a potentially deadly pre-emptive strike. 
“The possibility of espionage by satellite has 
devalued land-based forces. Nuclear sub- 
marines can avoid such detection. They can 
cruise freely under the sea — safe and 
mobile,” said Rear Adm. Wang Huique, 
commander of the September 1988 Jiulong-1 
missile launch. The submarines, Wang 
added, can stay submerged for three months 
ata time. 

An efficient intelligence-gathering capa- 
bility is crucial to China’s defence against nu- 
clear attack. In the event of attack, there 
would be only a few minutes warning time, 
and any delay in detection would result in 
great loss of life in major urban centres. 
Therefore, additional funding has been ear- 
marked for developing land and space- 
based early warning and reconnaissance sys- 
tems. 

On the ground, tracking stations have 
been set up in Xinjiang Autonomous Region 
and Shanxi province, and a phased-array 
radar complex has been established to warn 
of incoming Soviet ballistic missiles. It is be- 
lieved the US has provided some of the 
technology for these facilities in return for in- 
formation collected by the Chinese on Soviet 
missile tests in Soviet Central Asia. 

In addition, China has put into space a 
small number of military satellites — proba- 
bly no more than five — to monitor the skies 
around them. However, given the light 
loads Chinese rockets can put into orbit and 
the rudimentary state of its satellite technol- 
ogy, there are doubts as to whether the satel- 
lites can provide reliable coverage of Soviet 
and American skies. m Tai Ming Cheung 
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A cry from the heart 


ast year saw the Soviet bloc make its 

first substantial public diplomatic 

overtures to South Korea. It also 

saw the emergence of a South Ko- 
rean policy on dialogue with the North 
which was of unparalleled flexibility and 
earnestness. Neither has produced a com- 
parable response from Pyongyang, but spe- 
culation grows that theinter-Korean dialogue 
may be on the verge of a breakthrough. 

The two Koreas already possess — and 
have possessed for some years — the poten- 
tial to move swiftly, practically and drasti- 
cally to alter the terms of their current re- 
lationship. Obstruction of this by foreign 
powers is no longer a serious factor any- 
where but in the propagandist’s imagina- 
tion. 

Given the warming global political cli- 
mate, the Korean conflict no longer even 
vaguely reflects the social or political condi- 
tions out of which it sprang. Observers agree 
that it is a profoundly unnatural situation, 
kept in place by past, rather than present, 
conflicts. 

Whether the Koreas actually move to alter 
their relationship is an entirely different mat- 
ter, given a situation where so few 
cards are on the table and where 
some of the players have a reputa- 
tion for mercurial behaviour. There 
are, however, deeper reasons why 
the Korean conflict may prove more 
susceptible to negotiation than 
might appear. 

First, the pull towards some sort 
of unification formula derives from 
deeper sources than political plat- 
forms, ideological ^ education, 
geopolitical logic, the division of 
families, wishful thinking, or any 
combination of ephemeral causes. It 
is unlikely to ever go away because 
the unity of the state is a fundamen- 
tal article of faith in the Korean poli- 
tical tradition. 

The notion of "Dur Country" oc- 
cupies a profound and emotive 
place in the Korean mind, not justas 
a political entity but as a potent expression of 
cultural and racial identity. Division is there- 
fore a culturally unnatural and unsatisfying 
state to be endured, rather than something 
requiring adjustment. 

Second, despite the bloody record of the 
1945-53 period and the confrontation that 
has existed since then, the real domestic poli- 
tical agendas of the North and the South may 
not be nearly as far apart as the “communist 
versus anti-communist" rhetoric has it. 
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By Adrian Buzo 


Both Koreas passed through the trauma- 
tic experience of the Japanese colonial 
period, and common to both is the almost 
complete economic and political destruction 
of the old ruling class. In their differing ways, 
then, both have passed through a social rev- 
olution and in practical policy terms owe little 
to the old order. 

Whenever South Korean politics has op- 
erated freely, political conservatism has had 
little appeal, and it has been populism that 
has been a potent force. Not only is this a re- 
flection of the minor role that ideologies 
could play in Korean politics, but — with the 
democratisation process in the South look- 
ing irreversible, and with the North having 
nowhere to go but towards an eventual 
liberalisation — state policies in both might 
start to converge towards a pragmatic 
populist-socialist axis, making a degree of 
common endeavour possible. 

For the present, though, an impasse 
exists that is symbolised by a clash of two 
negotiating styles — the gradualist, pragma- 
tic approach of the South and the ideological 
approach of the North. 

If both approaches were representative of 





North and South delegates at recent ieotistióna. 


their respective permanent political orders, 
negotiations would obviously continue to be 
fruitless. But there are grounds for believing 
that much of the North's inflexibility derives 
specifically from the weaknesses inherent in 
the system of its leader, Kim Il Sung, and that 
should he pass from the scene, there would 
be change. 

Even a cursory appraisal of Kim's system 
tends to confirm that there can be no sub- 
stantial dialogue while it remains in place. 
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Fractional adjustments, tactical demarches 
— yes; sustained and productive negotiation 
of substantive matters — no. 

The main reason for this is that it is sys- 
temically impossible for the North Koreans 
to behave otherwise. The Kim system, with 
its reliance on extreme centralism, rigid 
ideology, personalised and capricious 
leadership, and pervasive internal security, 
is so utterly negative in its expectations of 
what even high cadres might do if given the 
least latitude that it gives them hardly any. 
Consequently, it is virtually incapable of 
handling negotiations which are open- 
ended or multi-faceted, as unification talks 
would be. 

Senior South Korean negotiators have 
recognised this for a long time. During the 
1972-73 negotiations, they observed that the 
two visiting North Korean politburo mem- 
bers, Pak Song Chol and Ryu Jang Shik, did 
not trust even each other. Pak, the more ur- 
bane but less powerful of the two, abruptly 
broke off small talk when Ryu was within 
earshot, and Ryu made sure he was seldom 
out of range. 

It is therefore difficult to grasp the 
dynamics of the dialogue for the 
North is often responding, not to 
the merits or demerits of the South's 
position, but almost wholly to the 
dictates of its own tortuous internal 
political system. 


» 
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hat makes the North’s 
negotiating position sub- 
ject to constant counter- 
mand and uncertainty (in- 
terestingly, it was Ryu, not Pak, 
who was purged some two years 
after his Seoul visit), and clearly, the 
mistrust and outright paranoia that 
flows from the top down must be 
substantially mitigated before real 
progress can be expected. 

Obviously, Kim must depart 
before the nature of his legacy 
can be assessed, but those who 
view his eventual departure as 
an event of political significance could 
be disappointed, for his system will re- 
main. 

The system itself must have an extraordi- 
narily narrow base because the leadership 
does not expect loyalty without the employ- 
ment of state terror. But this does not au- 
tomatically mean that Kim's heir will notlast. 
The essential system is already programmed 
to continue with Kim Jong Il, who will 
start off with all his father's aids to incum- 
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In particular, it is worth remembering 
that the younger Kim will enter office 
possessing wide personal authority, wide 
powers of patronage and a personality cult 
on the scale of his father's. Right from the 
start, he will be able to make or break people 
and policies. Like his father, he will be un- 
trammelled by the need for consensus. 

Of all the weapons of the despot, this 
capacity to indulge in caprice is the most 
powerful. Kim Il Sung has habitually em- 
ployed it to keep enemies and allies alike off 
balance, and his son will have learned from 
the example. Those who expect Kim Jong Il 
to be more tractable may not have ap- 
preciated that the younger Kim has nothing 
to gain and everything to lose from tamper- 
ing with a successful formula. 

But eventually, the Kim Il Sung system 
must be disowned by his countrymen when 
they first have the opportunity to speak up. 
His destruction of the many streams of or- 
thodox Korean socialism, the scale of priva- 
tion and terror, and the magnitude of his eco- 
nomic and diplomatic disasters ensures this. 

It is outrageously patronising to assume 
that most North Koreans have been success- 
fully brainwashed into genuine reverence — 
the terror has touched too many families, the 
nonsensical political and economic policies 
have collided with reality for too many. 

The question is how long will it take? Will 
it be like the 30 years or so that it took the 
Soviet Union to move from Stalin to Gor- 
bachov or the three years or so it took China 
to move from Mao Zedong to Deng Xiao- 
ping? 

On the face of things, it is the Stalin-to- 
Gorbachov model that seems persuasive. In 
contrast to Mao's railings against the con- 
straints imposed upon him by his own col- 
leagues and by the sheer size and diversity of 
China, Kim Il Sung, like Stalin, has been able 
to enforce a reign of terror over a long period 
of time. All will to reform has certainly been 
purged. 

And even if it were present at a high level, 
the intensity of the indoctrination process 
over the years would probably mean that the 
likely response down the line to anything 
other than calls for marginal reform would be 
confusion and intertia — for would-be re- 
formers can hardly move without running 
foul of a tightly drawn web of doctrine. 

At the very least, reform would require a 
substantial disavowal of self-reliance in mac- 
roeconomic policy, a process that would 
leave little of Kim Il Sung’s policies intact. 
Any real liberalisation in industrial manage- 
ment practices would cut across his Taean 
management system. 

In agriculture, reform would directly con- 
tradict his rural theses on the proletarianisa- 
tion of the farming sector, and in education, 
open-door admissions, or indeed any merit 
system, would contradict the basic system of 
internal security with its proscriptions 
against "unreliable elements." 





baggage, North Korea is all but bankrupt. Its 
infrastructure is rickety, much of its industri- 
al outputis of such low quality as to be unac- 
ceptable in international markets, and its 
science and technology is mostly primitive. 
It has virtually no resources from which to 
accumulate surpluses for investment, and 
even if it did, in a liberalised political climate, 
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The intensity of the 
indoctrination process over the 


years would probably mean that 
the likely response down the line 


to anything other than calls for 
marginal reform would be 
confusion and intertia. 
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it would have to face a long queue of de- 
mands on any such accumulation — not the 
least from workers demanding some mate- 
rial incentives to replace the ideology. 

Those contemplating a rapid disavowal 
of Kimilsungism might draw heart from the 
Chinese example, and point to abiding cul- 
tural affinities, exposure to Chinese eco- 
nomic modernisation and a superficially 
similar ideological bloodline where for many 


~ Moreover, even without the doctrinal years the communist parties of the two coun- - 


tries espoused a species of Maoism out of- 
neo-Confucianism. | 
Indeed, a whole set of perceived 
similarities between China and North Korea - 
has led many academics and journalists to - 
predict for many years now an imminent 
Chinese-style opening of North Korea. 
However, though North Korea's best. 
hope is that it may indeed prove to share 
China's immunity to the long-term effects of | 
ideological dogma, the differences are also T 
many. A 
Perhaps most important is that the size | 
and diversity of China gave cover to closet - 
pragmatists and enabled the Chinese to miti- |. 
gate many of the excesses of Maoist central 
authority. North Korea is not so lucky. Cen- 
tralised authority has had its way, and it is- 
hard to contemplate the thoroughly purged. 
and repurged administration producing 
from within itself the will and the expertise 
required to make rapid economic liberalisa- . 
tion work. : 
So many developments must occur be- | 
fore one can contemplate a pragmatic d 
liberalising North Korea that it is next to. Pu 
pointless predicting how and when they will. bee 
occur. But occur they will — at which point i 
the two Koreas might well surprise the |. 
world with the revelation of their abiding af- | 
finities. 8i 





Adrian Buzo js a lecturer in Korean studies at 
Swinburne Institute of Technology, Melbourne. 
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Premadasa devalues premiership to prevent challenge 


At arm's length 


' pe hae tud Ge us 


of prime minister and restricted it to 

a years tenure only, President 
Ranasinghe Premadasa reached past the top 
two contenders for the job and appointed 
Finance Minister Dingiri Wijetunge, 67, on 3 
March. In doing, so, he shrewdly avoided 
providing a platform from which a challenge 
on him can be mounted. 

Wijetunge himself describes the post as 
purely "ornamental." After February's par- 
liamentary elections, Premadasa split the job 
by removing the function of leader of the 
house from the premiership and giving it to 
Industries Minister Ranil Wickremasinghe, 
whose appointment is also restricted to a 
year. 

Premadasa knows how the prime minis- 
tership can be used as a springboard to 
power. When he held that post from 1978 
until he was elected president in December 
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1988, though he had no real power, asthede 
facto No. 2 in the Junius Jayewardene ad- 
ministration he seized the opportunity to. 
raise a high public profile and project himself 

as Jayewardene's natural successor. 

Equally ambitious, however, were the 
two men Premadasa passed over for his old 
post this month: Lalith Athulathmudali, 
who held the powerful trade and national 
security ministry, and Gamini Dissanayake, 
who as minister for lands and the Mahaweli 
development, was responsible for the coun- 
try's huge project to develop the Mahaweli 
river. 

Both Athulathmudali and Dissanayake, 
able young lawyers from the country's pro- 
fessional elite, vied for Jayewardene's pa- 
tronage as his successor. It was Premadasa, 
however, with deep roots among the com- 
mon people, and impressive drive and 
dynamism, who Jayewardene eventually 
chose as the best candidate from the ruling 
United National Party (UNP) to beat off the 
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challenge from former prime minister Sirima 
Bandaranaike of the Sri Lanka Freedom 
Party. 
Athulathmudali and Dissanayake had to 
fall in line, but after Premadasa was elected 
and announced he was leaving his old post 
of prime minister open until after the 15 Feb- 
ruary parliamentary elections, they com- 
peted to outdo each other at the polls. 

Athulathmudali, running in the most 
populous Colombo district, got the most 
number of votes of any candidate while Dis- 
sanayake, running in the smaller, but grow- 
ing, Nuwara Eliya district, attracted the high- 
est percentage of votes among the candi- 
dates. Believing that Premadasa would ask 
the UNP members of parliament to select the 
new prime minister, both contenders also 
ploughed back some of their campaign 
funds into wooing fellow UNP parliamentary 
candidates. 


Premadasa, who has already made it clear 
that he will seek re-election when his six-year 
term ends, was unhappy with the possible 
divisive effects of such tactics and with the 
prospect of giving a potential challenger six 
years in which to build a reputation. Some 
wing-clipping was clearly in order. 

He told the UNP's newly reconstituted 
working committee on 3 March: "It is a 
known fact that there are some members of 
the [government] group who are aspiring to 
the office of prime minister. I am aware that 
they have the support of different sections of 
the government parliamentary group. In 
exercising my prerogative, I do not desire to 
create a division by considering any one of 
them in this instance." 

He pondered further: “I wonder if this of- 
fice is held for different periods in the next six 
years by different members, whether parlia- 
ment would not be able to reap the benefit of 
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Policymakers debate British nationality issue 





By Emily Lau in Hongkong 





rift over the official handling of Hong- 
kong's brain-drain problem has de- 


veloped among senior government 
officials here, with some arguing that poten- 
tial emigrants be given full British nationality 
to secure their future and others, including 
Hongkong Governor Sir David Wilson and 
Chief Secretary Sir David Ford, opposing 
this view. 

One senior official, who asked not to be 
identified, privately warned that the con- 
tinuing exodus of middle-class professionals 
— who seek to establish a foreign retreat 
should Hongkong's economic and social 
system deteriorate after the British colony re- 
verts to Chinese sovereignty in 1997 — will 
reach crisis proportions by 1993-94. By the 
government's own admission, about 45,000 
people emigrated last year and the numbers 
are expected to rise. 

The official said many potential emi- 
grants do not want to leave Hongkong, but 
uncertainty about their future after 1997 
prods them to secure a safe haven abroad for 
themselves and their families. 

The number of people able to emigrate 
depends on how many will be accepted by 
foreign countries, with acceptance deter- 
mined heavily by an applicant's education, 
skills and experience and how these qualifi- 
cations meet the needs of a given country. 
The screening process heavily favours just 
the sort of people Hongkong needs most to 
maintain its position as a vibrant interna- 
tional trading and financial centre. 
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A house divided 


Recently, the French Gov- 
ernment decided to issue 
about 100 passports to Hong- 
kong people working for 
French banks and companies 
here. ThisisseenbytheFrench 
as an effective way of retain- 
ing key staffers who might 
otherwise resign to emigrate. 
Under the arrangement, the 
100 will obtain French nation- 
ality without having to meet 
normal residency and lan- 
guage requirements. 

It is argued that if Britain 
pursued a similar policy, it 
would go along way towards 
stemming theterritory'sbrain 
drain. And, the argument 
goes, if the assurances of the British Govern- 
ment can be accepted that Hongkong’s way 
of life will continue beyond 1997 — a promise 
set out in the 1984 Sino-British Joint Declara- 
tion on the territory's future — an offer of full 
British nationality, while providing potential 
emigrants with the safety net they seek, 
would not likely lead to the feared flood of 
Chinese immigrants arriving on British 
shores after Peking's takeover. 

Portugal's recent announcement that it 
will give 100,000 Portuguese passports to 
ethnic Chinese in Macau — a move London 
tried to thwart — has embarrassed Britain 
and caused resentment in Hongkong. Por- 
tuguese generosity and the indignant reac- 
tion in Hongkong that followed Lisbon's de- 
cision prompted some British politicians and 
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Wilson: brain-drain. 


the services of all these members, and not 
just one of them only? Will it also not enable 
such a member to prove his ability and 
leadership qualities, and earn the acceptance 
of the people?" 

Premadasa said he would assess the 
work of his ministers in the coming months. 
"Then I will have the opportunity of consi- 
dering the suitability of all the aspirants," he 
said. Until then, he said, he was appointing 
as prime minister and leader of the house 
two people who had not aspired to the posi- 
tions at all. 

The effect of this, said one Colombo- 
based diplomat, is that "there'll be a prize- 
giving every year." Both Athulathmudali 
and Dissanayake have shown no signs of 
dissent — in fact, it was Athulathmudali 
who told Wijetunge, who was nota member 
of the working committee, of his appoint- 
ment as prime minister. E] 


businessmen to urge London to grant full 
British nationality to at least a substantial 
number, if not all, of the 3 million people 
who qualify by virtue of having been born in 
Hongkong. 

At present, these people can hold only a 
so-called British National (Overseas) pass- 
port, which is little more than a travel docu- 

ment and does not grant the 
2 holder even the right of free 
travel to Britain — let alone 
the right to live there. 

While British nationality 
for those in Hongkong who 
qualify is a hot topic in Lon- 
don and in newspaper cor- 
respondence columns here, 
senior Hongkong Govern- 
ment officials and members 
of the territory's policymak- 
ing Executive Council (Exco) 
have maintained a stony si- 
lence on the issue — perhaps 
because their own safety nets 
might be affected. 

When Britain signed the 
Sino-British Joint Declara- 
tion, it promised about 400 of 
the territory's administrative officers — the 
cream of the civil service — and 2,500 of its 
policemen of inspector rank and above that 
they would be given the right of abode in Bri- 
tain on retirement. These people hold the 
most sensitive civil service posts. Exco mem- 
bers, who are also privy to sensitive informa- 
tion, might also expect to be included in the 
policy. 

An administrative officer who saw the 
1984 written promise concerning the right of 
abode in Britain told the REVIEW that those 
benefiting from the policy had each been 
given a secret code which would clear the 
way for them through British immigration. 
However, in order to be eligible for full 
British nationality, these people would have 
to reside in Britain for five years. E 
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Unlike many rival communications systems 
specialists we could name, Alcatel does not cater 
for an individual country as its home market. Rather 
the entire globe is treated as one. 

Witness the fact that Research is conducted 
in eight separate countries, manufacturing takes 
place in twenty-one, and servicing is undertaken 
in no less than one hundred and ten. 





Servicing that is carried out by local Alcatel 
professionals who understand local needs and 
requirements. 

Given this radically different approach, widely 
disparate national standards and specifications 
pose few problems. 

Undoubtedly this benefit is further enhanced 
by the flexible and open-minded stance taken in 





every arena in which Alcatel operates. Be it Public 
Network Systems, Transmission, Business Systems, 
Cables or Network Engineering and Installation. 

It's an attitude that other companies would do 
well to follow. 

For only then could they have the same view 
of the communications systems market as Alcatel; 
namely, a global one. 


ons systems for their home market. 





ALCATEL 





Alcatel n.v., World Trade Centre, 
Strawinskylaan 341, NL 1077 XX Amsterdam, The Netherlands. 


Be part of the legend in Hong Kong. 





MANDARIN ORIENTAL 
HONG KONG 


After your first stay at many pillows you prefer. 
Mandarin Oriental Hong Kong _ It’s this unobtrusive attention to 
you probably couldn’t individual service that 
imagine anything that would impress makes us one of the finest hotels in 
you more. But something will. the world and has earned us the 
Your second visit. Because reputation of the legend. 
well remember your name. We know you wouldn't 

Your favourite drink. Even how — want it any other way. 


MANDARIN ORIENTAL" 
THE WORLD'S FINEST HOTELS 


Mandarin Oriental: 5, Connaught Road, Central, Hong Kong. Tel: (5) 220111, TIx: 73653, Fax: (5) 297978. 
Bangkok * Hong Kong * Jakarta « Macau « Manila « San Francisco * Singapore * The Excelsior, Hong Kong (Associate). 
(s Reservations: Hong Kong (5) 486606, Singapore 339 0033, 339 0066 (toll free from Kuala Lumpur), your travel agent, 
| as a Ti ing Hotels of rid or Utell International. 
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Traveller s Tales 


igh on everything that could have 
been said about the life of the late 
emperor of Japan has already been 
said — or so I thought in penning 
this column for the 19 January issue of the 
REVIEW. I was, of course, mistaken and a 
great deal more sense and nonsense has 
been spoken or written, broadcast or printed 
since then. Apart from the REVIEW's own 
obituary by Ian Buruma (REVIEW, 19 Jan.), I 
still think one of the best gaijin pieces of writ- 
ing on the late emperor was the article by 
Murray Sayle we ran just over a couple of 
years ago (A Double Life, REVIEW, 1 Jan. 87). 


One of the nastiest bits of prose on the sub- 
ject appeared recently as a full-page ad in the 


New York Times: 
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. Ihave noidea whois behind the organisa- 
tion that inserted the ad, nor do I much care 
— but as Cameron Hurst of Kansas points 
out it had a lighter moment. The circled pass- 
age concerns the Rape of Nanjing, one sen- 
tence reading: “Under the overall supervi- 
sion of Hirohito’s uncle, Prince Asaka, 
Hirohito’s bonsai-shouting imperial army 
embarked on six weeks of ‘wholesale at- 
rocities and vandalism’.” 

A delicious thought: the vision of Japan- 
ese soldiery mounting a charge while yell- 
ing, “Miniature Trees! Miniature Trees!” 


One controversial issue surrounding the 
funeral was the link between the late em- 
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peror's erstwhile divinity and the promi- 
nence given to the Shinto religious cere- 
monies. I found it somewhat surprising 
therefore that one of the main American TV 
networks installed Dan Rather in a specially 
selected "anchor" position, in one of Tokyo's 
Buddhist temples. Still, I am sure it looked 
satisfactorily oriental. They might just as well 
have done their commentaries from one of 
Japan’s castles. C. M. Berry visited Inuyama 
Castle near Nagoya where he found a notice 
describing the Lord’s Room, together with 
an annex in which warriors hid themselves 
in preparation for “the worst of the lord.” 


| LORD'S ROOM 
his is the room inhabited by 


res were ' hiding themselves it tte 
.ratior for the worst of t he Vor 





Another notice identified the place from 
which stones were dropped on the heads of 
those storming the castle below — so as to 
"avoid" invasion. Not unnaturally the place 
was built overlooking the moat: 
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invaders scaling the wa Is 
* moat below . The place is charac’ ret 
anding Out in the air . 
“Total area: 7.17 square meters. 
E E (a little over 4 mats) 
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Such notices in Japan's ancient buildings 
are often good for a giggle. Wendy Spinks 
found this in one of Kanazawa's ancient tem- 
ples: 


Directions for Visitors 
Visitors are requested to follow the 

guide's instructions and the directions 

given below: 

O Keep yourselves neatly-dressed and walk 
gently while in the precincts. 

O Keep hands off the mirrors, drums, 
and other articles. 

O Refrain from amoking in the precincts. 

O No photographing is allowed. 

O Any visitors, if drunken or otherwise 
unable to behave themselves, are not 
allowed in the precincts. 
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O Take off your sunglasses and hats 
when entering the buildings. 


The removal of visitors’ hats may have 
been required as a mark of respect, but why 
does the same principle apply to sunglasses? 
She was happy to comply with the request to 
“walk gently" in the precincts but had a real 
battle on her hands to refrain from "amok- 
ing." 


Australians are often geographically 
vague about their Near North. 

The Canberra Times ran a feature, spotted 
by Rob Watson, on 20 November. It was 
headlined India by bus for just $3.50 a day. 
Unfortunately, the article was about travel- 
ling in Indonesia. 

On the inside of an airmail envelope 
posted to Nigel Freeman from Australia was 
a map which looks something like this. 





It must puzzle the neighbours of Oz in In- 
donesia, Fiji and the Solomon Islands. 

Another Australian publication goes in 
for the shock-horror-axe-murderer-rapes- 
three type of story. Its title is People and its 
edition of 17 January 1989 (sent along by 
Christopher Chong) sported a cover feature 
entitled: “Four-Armed Man's Horror; ‘My 
Brother Grows Out of My Stomach’.” I have 
no doubt the inside story was the usual piece 
of trivial bathos. But a bigger laugh was to be 
found among its advertisement pages, with 
an insertion by Stotts Correspondence Col- 
lege (“An Australian Tradition”) which ran 
the following provocative question: 


Gota yen to learn Japanese? 
££t09r-c 
33 DS 
T1214. ^4 x 


ASIG n ON SE o BETOR as resonet aed ee ae it you work in a tourst 


business. knowing ead er ee Or maybe you jus! Nave a yen 
um remo n your Own home. a yale or _ Pace. under the guida, ice of expert instructors A lew 
hours à week is all 4 lakes. Send the coupon now s5 hookiet and Gets of your chosen course 


[ suppose it is understandable that the 
folks Down Under printed the Japanese ys 
side down. 
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asing, mergers and acquisitions, and 
: venture capital; m 
| Eon and trade fir | 
Asset management and investment advi 
sory services; 
Consumer credit, electronic banking, 
and cash management; 
And advanced, value-added information 
services, among others. 


low these multimarket capabilities 
help our customers today 

With these combined resources and 
multimarket capabilities, the Sanwa Bank 
is now better positioned than ever to help 
with your financing needs. 

We can uncover opportunities that you 
may never have realized before. 

We can engineer services that you may 
never have thought to use before. 

With the result that you may be able to 
meet your business goals faster, more 
smoothly, more completely. 

d achieve greater growth than you 
ever thought possible in today's shrinki 
interdependent markets. 








Road signs of international trade. 


In the world of trade, getting shipments from here to there on time is crucial. 

It is also an aspect of trade at which the Sogo Shosha, Japan's 18 major general trading companies, 
are particularly adept. Of course, co-ordinating shipments is only the beginning. Throughout Asia, 
and in virtually every capital city in the world, you'll find the Sogo Shoshaat work in a multitude of ways. 
Introducing manufacturers in one country to distributors in another. Developing new markets. 
Forming joint ventures. And organizing and arranging financing for a host of business 
projects and partnerships. All to keep the wheels of trade turning smoothly forward. 

To learn more about the Sogo Shosha, contact any of the member companies listed below. 

And discover how their expertise can work to your advantage. 


THE SOGO SHOSHA 


C. Itoh & Co., Ltd. Kanematsu-Gosho Ltd. Marubeni Corporation Nagase & Co., Ltd. Nozaki & Co., Ltd. Toshoku Ltd. 
Chori Co., Ltd. Kawasho Corporation Mitsubishi Corporation Nichimen Corporation Okura & Co., Ltd. Toyo Menka Kaisha, Ltd. 
Itoman & Co.,Ltd. Kinsho-Mataichi Corporation Mitsui & Co., Ltd. Nissho Iwai Corporation Sumitomo Corporation Toyota Tsusho Corporation 


JAPAN FOREIGN TRADE COUNCIL, INC. World Trade Center Bldg., 2-4-1, Hamamatsu-cho, Minato-ku, Tokyo 105, Japan 
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international occupancy costs — Dec. '88 


US$/m?annum 


Tokyo 


London City 






London West End 
Hongkong 
New York City (MT) 
Sydney 
Peking 
Shanghai 
Singapore 
Seoul Py sas 
Taipei 
Bangkok 
Manila 
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Source: Jones Lang Wootton Research, Hongkong 


Business relocation: a question of costs 
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Upward, ever upward 


onfounding the late 1987 post-equities crash gloom, Hong- 
kong's property market raced ahead in 1988. Such an out- 
come should be no surprise, given last year's buoyant 7.5% 


economic growth and 14% in 1987. 


Still, Hongkong office and retail rents now rank among the 
world's dearest. After last year's explosive surge in rents, the ques- 


tion is how much more the market will bear. 
The issue poses something of a chicken and 
egg teaser, as user resistance certainly exists 
to higher rents. But most companies have 
the profits to shoulder a higher rent burden. 
The outlook is for further rent and capital 
value rises this year. 

Of course, the long-term effect of quan- 
tum property price and rent gains on Hong- 
kong's competitiveness has still to be seen. 
Decentralisation might curb the spiral. But 
Hongkong's land shortage makes the 
Hongkong property market a supplier's 
one, a problem which is accentuated by the 
Sino-British Joint Declaration which limits 
the release of existing development land to 
50 ha a year. Only Hongkong’s economic 
stagnation is likely to change the picture. 


16 MARCH 1989 


By Christopher Marchand in Hongkong 


Certainly, last year's advances were impressive. Broker Jones 
Lang Wootton says that top office rentals rose 94% in Central, 85% in 
Wanchai and 39% in Tsimshatsui. Top rentals rose 32% for luxury re- 


sidential space, 34% for retail premises and 31% for industrial. 
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Office rent rises in Tsimshatsui were more subdued, as rents more 
than doubled in 1985-87 while 117,000 m? of new space came to mar- 


ket last year from Sino Land's China-Hong- 
kong City, Sunyou's Sun Plaza and Terry 
Wong’s Chinachem Golden Plaza. Gains in 
property values have also outstripped prop- 
erty rent rises, causing yields to slip. Office 
values rose 70% on average last year, Jones 
Lang Wootton says. Luxury residential 
prices jumped 40%. 

Supply, however, is drying up while vac- 
ancy rates have dropped to historic lows. 
The Bank of China building (the completion 
of which has been delayed by structural 
problems) is the only office project due to 
come on stream in Central before 1991. No 
new office developments are planned in this 
period in Tsimshatsui. Clearly, upward rent 
pressure will be inexorable. 

Says Richard Ellis’ Michael Hollington: 
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activities are closely coordinated with those of the 
global investment banking group, CS First Boston Inc, 
in which CS Holding has a substantial shareholding. 
This unique blend of Swiss tradition and international 
stature puts us in an ideal position to meet all your 


Only a handful of banks in the world get a triple-A 
rating from the leading international rating agencies. 
So how is it that Credit Suisse receives this coveted 
accolade year after year? Solid Swiss qualities like 
reliability, discretion and continuity are obviously an 
important part of the answer. The other key ingredient 
is our strong international presence. Credit Suisse's 





financial needs. Anywhere in the world. 


We do more to keep you at the top. 














Zurich (Head Office) - Abu Dhabi - Atlanta - Beijing - Bogotá - Buenos Aires - Cairo - Calgary - Caracas - Chicago - Frankfurt - Gibraltar - Guernsey - Hong Kong - Houston - Johannesburg - London 
Los Angeles - Luxembourg - Manama (Bahrain) - Melbourne - Mexico City - Miami - Monte Carlo - Montevideo - Montreal - Munich - Nassau (Bahamas) - New York - Nuremberg - Osaka - Paris 
Rio de Janeiro - San Francisco - Sao Paulo - Singapore - Stuttgart - Tehran - Tokyo - Toronto - Vancouver 
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"Office take-up in 1988 was 324,000 m? compared with an average an- 
nual take-up of under 189,000 m? between 1984-88. In the next three 
years, a total of only 405,000 m? will come on stream in Central, Tsim- 
shatsui and Wanchai. It doesn't take a genius to work out that there 
will be a continued shortfall in supply. I wouldn't be surprised to see 
rents in Exchange Square at HK$1,075 (US$137.80) m? this year." 

If so, Exchange Square rents will have climbed 300% in less than 
three years. Hollington expects a 20-40% rise in Hongkong office 
rents in 1989. First Pacific Davies' David Davies expects average office 
rents to rise 40% this year. Bond Centre's top rents could reach 
HK$750 nv, he says. Adds 
Davies: "In terms of values, 
levels. Now we're moving off 46- 
that plateau, but there are short- 
term grounds for caution." 

A doubling of interest rates in 
the past two years is the prime 
reason for immediate caution. 
Last year's wisdom was that the 
crucial mass residential property 
market would falter when prime 
reached 10%. But Hongkong's 
labour bottlenecks have pushed 
up salaries 30-35% in the last 
year, enhancing buyers' ability 
to service higher interest bills. 
Analysts say prices are unlikely to fall sharply until prime reaches 
1376. 

Whether prime, now 11%, reaches that level is a moot point. But 
higher rates do yield the salutary benefit of restraining the surge in 
speculation which was becoming obvious late last year. The banks' 
concern about effects of excessive mortgage lending has also kept 
speculation under control. And the property majors have a vested in- 
terest in not letting prices spurt ahead too rapidly, as this raises the 
cost of replenishing their land banks. 

Fears were stoked that the market was overheating when an un- 
known South American company, S. Zhongshan Investment paid 
nearly double then-prevailing prices for the Shui On Centre in Wan- 
chai in November last year. The deal was aborted when S. 
Zhongshan lacked the money to pay. But 
even that gain was justified by fundamen- 
tals. | 

With speculation and the interest rate 






Higher rates but still affordable 
we've only now reached 1982 Agreements for sale & purchase vs best lending rate — Oct. '87 to Nov. '88 


mum By number (000) 
mum By value (billion) 
=== Best lending rate (9o per annum) 


Sources: Census & Statistics Department/Hongkong Bank 


Hongkong rent and capital 


value gains in 1988 





exposure to the luxury sector. The general offer by Cheung Kong 
Holdings’ Li Ka-shing for listed property company Kwong Sang 
Hong is interesting as this company owns a major luxury portfolio. 
After the crash, Li was a seller of luxury premises, notably to Great 
Eagle. And major property company New World Development, 
having run out of a land bank, is bidding for Scilla Holdings. Scilla's 
main asset is a luxury development project. 

Blue-chip property companies should post profit increases of 18- 
50% in the upcoming reporting season. Recent stock market gains 
have reduced property companies' average discount to net asset 

, Value from 30% and 40% to some 
20%. But this level should still 
help support the stockmarket. 

To what degree, however, 
can decentralisation ameliorate 
the property price spiral? The 
idea is hardly original, with de- 
velopers Sun Hung Kai Proper- 
ties and Henderson Land hav- 
ing pioneered residential build- 
ing in the New Territories for 
over a decade. Now the trend 
has spread to the office sector 
with a vengeance. 

Financial services companies 
have to stay in the vicinity of 
the stock exchange in Central. 
But professional and trading companies are turning into rent 
émigrés. Wanchai was first port of call from Central. However, Wan- 
chai's historic discount of 50-60% on Central rents has narrowed to 
40% or less. So the refugees continue to trek east: from Wanchai to 
Causeway Bay and Causeway Bay to North Point and Quarry Bay. In 
Kowloon, the flight is from Tsimshatsui to Jordan, Yaumatei and 
Mongkok. 

Factory owners are moving their offices into their plant, a trend 
which is notable in prime Kowloon Bay industrial property. The gov- 
ernment's 27 February land auction saw a consortium of developers 
Sino Land, Chinachem and Chevalier bid HK$450 million for an of- 
fice and commercial development in Kowloon Bay. 

Sun Hung Kai Properties has also taken the lead on office devolu- 
tion in the New Territories. Its Shatin office 
complex rents at HK$193 m2. Tsuen Wan, Tuen 
Mun and Tai Kok Shui will acquire office prop- 
erty. Sub-standard industrial estates will be re- 
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scenario under control, continued growth this % Rents values furbished as prime industrial and office space. 
year and abroad demand base, residential rents Offices 79 4 719 There is also talk of an office park on Lantau is- 
and prices should show further progress based Central 93.5 62.5 land. 

on fundamentals. Rises in 1989 could be some Wanchai 85.0 91.1 Longer-term, Central will get a boost from 
15%, analysts say. Pitot = 15.8 the commercial rezoning of the HMS Tamar mi- 


Hongkong’s prosperity and growing mid- 
dle class now provide the housing market with 
a genuine end-user demand base. Even among 
expatriates, the swing is to buy rather than 
lease. Demand for mass housing units rose 50% 
from 1984-87 to some 35,000 units, well above the 24,800 average of 
the past 10 years. Jones Lang Wootton believes that demand can be 
sustained at 30,000 units a year, which is roughly in line with new 
supply. 

The luxury residential market is more resilient to interest rate cy- 
cles. This sector, which is tightly controlled by the property barons, is 
linked to office demand as expanding companies seek housing for 
more expatriate staff. 

New blocks on the market include Hongkong & Shanghai Hotels’ 
Repulse Bay apartments, Taiwanese company Chyau Fwu's 780-unit 
Parkview complex at Tai Tam, and the Albany, Belgravia and Bowen 
Place. New supply may restrict rent and capital rises in this year's first 
half. But corporate demand has yet to slacken, a prospect which 
could happen if office rents rise too sharply. 

Nor do Hongkong's major property players appear to be reducing 


Industrial 
t Retail — 
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litary headquarters, the Post Office and the city 
hall sites. The government also plans to auction 
the car-parking site next to the Bank of China 
building this summer. 

Decentralisation should assuage any busi- 
ness relocation from Hongkong to low cost Singapore. As Asia Sec- 
urities Properties managing director Richard Law notes: "It's cheaper 
to move from Swire House to Wanchai than to Raffles Centre." The 
question is whether Hongkong can develop cheap office space 
quickly enough to maintain the primacy of Hongkong's non-cost ad- 
vantages over Singapore (low taxes, economic and political freedom 
and the China play). 

The shift from industrial to office space also points to radical 
changes in the industrial sector. Historically, industrial land values 
have been a highly sensitive barometer of swings in Hongkong's ex- 
port-driven economy. But this link came unstuck last year, as re-ex- 
port growth acquired more influence as an input of Hongkong’s eco- 
nomic growth. 

Industrial land prices eased last year, a trend which reflected the 
move of productive capacity to low cost China and Thailand and US 
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protectionist fears. By contrast, demand for godown facilities has 
soared. US President George Bush’s election spurred a rally in indus- 
trial prices, as protectionist worry abated. 

Soaring prices for godown space have also prompted more leas- 
ing, as existing owners capitalise on mid-teen returns on market 
value. Hoare Govett property analyst Nick Peacock reckons that 
yields on book cost exceed 20%. 

Equally fantastic yields are emerging in the retail sector. In some 
cases, prime retail rents in Central and Tsimshatsui rose by over 100% 
last year. But resistance is growing from retailers. Upmarket watch 
and boutique shop owner Dickson Poon has warned that strato- 
spheric rents could lead to undesirably high turnover in prime retail 
space. 

Still, foreign arrivals on the retail scene from Japan and Britain — 
notably Marks & Spencer, Habitat, Seibu and Mothercare — are will- 
ing to pay the price of establishing a Hongkong presence. The ques- 





JAPAN 


Boom is over, 
but prices 
stay high 


By Charles Smith in Tokyo 
fter an explosive rise in values during 1986 and 1987 that affect- 





ed almost all types of property in most parts of the city, 

Tokyo's property market is beginning to look like a patchwork 
quilt. Land values are still soaring in outer suburbs such as 
Yokohama's Kohoku New Town or in the Chiba prefecture dormit- 
ory towns to which commuters were forced to retreat when living 
space in the Tokyo ward area became too costly for ordinary people. 
Within the ward area itself, however, the trend appears to be side- 
ways, or even sharply downwards, with the market for prime resi- 
dential land looking particularly weak. 

A glut of newly completed condominium projects in fashionable 
residential areas such as Setagaya ward and Suginami ward has un- 
dermined land values in much of southern and western Tokyo. De- 
spite this, completed condominiums are still being offered at prices of 
around * 100 million (US$769,230) for a 100-m? apartment — roughly 
twice what an average company employee in Tokyo is thought to be 
able to pay. 

In the centre of the city the market for prime commercial land 
seems to be marking time. Prices of up to ¥130 million a tsubo (a 
traditional unit of land measurement equivalent to 3.3 m?) have been 
paid in a handful of recent sales of land in the Ginza, the fashionable 
shopping and entertainment district bordering the business centre. 

Less favoured sites near the centre however are now fetching up 
to 20% less than at the height of the boom and most sites are remain- 
ing longer on the market before attracting buyers. A fall of more than 
50% in land values in some areas of western and southern Tokyo 
from the peak levels of early 1988 has been reported by some dealers. 
As a result, land in the fashionable Denenchofu area in south Tokyo 
now costs about ¥8 million a tsubo, compared with ¥20 million at the 
peak of the market. 

Rents for both office and commercial space also seem to be 
weakening, except in the Marunouchi business area where Mit- 
subishi Estate Co., the dominant landlord, recently announced an in- 
crease of 9.9% for new tenants. 

Mitsubishi’s new standard monthly charge of X20,000 m? for 
Marunouchi office space makes the area the most expensive location 
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tion is whether stock investors fully appreciate the value of the retail 
portfolio of listed companies such as Wharf Holdings, Hongkong 
Land and Great Eagle. 

Despite the rent spiral, a crash does not seem at hand. Interest 
rates appear unlikely to rise high enough, the territory’s property de- 
mand base is broadly based, prosperity has added to liquidity, while 
Hongkong’s high inflation rate should bolster property prices. Infla- 
tion and economic growth usually cause hard assets to appreciate in 
value. 

Two crucial indicators to watch will be Hongkong’s export flow 
and the confidence level in China. US inability to cut the budget def- 
icit or a collapse in US consumer demand might impact severely on 
Hongkong’s economy. A renewed confidence crisis in the 1990s 
would damage property prices. In both cases, however, the Hong- 
kong property market is less likely to go out with a bang than with a 
whimper. E 


in the world, even allowing for the fact that companies renting office 
space in other major international centres such as the City of London 
also have to pay local taxes. The company points out, however, that 
sitting tenants usually pay less than new arrivals. Annual increases 
for sitting tenants average around 5%, reflecting legislation that pro- 
tects tenants against "unreasonable" increases. 

A Mitsubishi spokesman told the REVIEW that the company has 
applications from new tenants for a total of 175,000 m? of space in the 
35 buildings it owns in the Marunouchi Village area, covering the 
three central districts of Marunouchi, Otemachi and Yurakucho. The 
ratio of applications to total available space has remained steady at 
about 10% for the past two or three years but Mitsubishi says foreign 
companies now account for only 55% of applicants, down from 75% 
mid-1987. Banks and securities companies are being replaced by trad- 
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Tokyo business district: highest rents. 





ing companies and manufacturers as the main seekers for accommo- 
dation. 

Mitsubishi adds that companies seeking offices in central Tokyo 
seem to be in less of a hurry to move in than was the case a year or two 
ago. Companies are now putting in applications up to two years in 
advance instead of two to three months in advance, as was the case 
when the bulk of applicants for space were foreign banks and sec- 
urities companies. 

Rents for top quality Western-style apartments in central Tokyo 
and in the western and southern inner suburbs where most foreign- 
ers tend to live have weakened much more drastically than the mar- 
ket for prime office space. According to Hiroyuki Kono, a staff mem- 
ber of the foreign department of Ken Corp., the largest company 
specialising in rental apartments for foreigners, monthly rents for 
newly completed apartments in Minato ward, a residential and com- 
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mercial neighbourhood south of the Marunouchi area, are now run- 
ning at about ¥ 18,000 m2. They hit a peak of Y25,000 at the height of 
the 1987-88 boom. 

Top quality apartments may stay on the company's books for 
three months before finding a tenant nowadays, Kono says. Before, 
all the flats in a newly finished block would be snapped up in a matter 
of days. 

Kono says the tendency for foreign companies to send "short- 
stay" bachelors to Tokyo instead of longer-staying families is one 
reason why the market has weakened. Demand is booming for fur- 
nished apartments leased under six-month contracts instead of 
under the two-year contracts that are normal for unfurnished apart- 
ments. But the short-term apartment boom may turn out to be a fad, 
Kono thinks. 

Kono believes rents for Western-style apartments may now be 
bottoming out. But dealers specialising in other parts of the Tokyo 
housing market are less sure that the price correction which followed 
the 1987-88 boom has ended. The supply of standard condominium 
type flats in the Tokyo ward area is now running well ahead of de- 
mand, according to Takamasa Matsumoto, a senior oficial at the Real 
Estate Companies Association of Japan. Prices of condominiums are 
being held steady but developers are now selling only 70-80% of their 
apartments within a month of placing them on the market instead of 
100%. A 60% sales ratio within the first month is regarded as an ac- 


ceptable minimum. 
1) dential developments in desirable areas continue to find 

buyers. Demand for houses in a high quality new develop- 
ment in western Yokohama outran supply by a factor of 17 to one 
when the houses were put on the market recently. The buyers for 
such houses probably come from Japan's nouveau riche class of doctors 
and owner-presidents of small companies rather than the "salary- 
men" working for big companies who make up the bulk of Tokyo's 
commuter population. 

An important factor affecting the balance between supply and de- 
mand of property in Tokyo, Matsumoto emphasises, is the number 
of new large-scale development projects now in the pipeline — not 
only in the ward area itself but also in outlying regions such as 
Yokohama and Chiba prefecture. The completion in spring 1993 of 
the first stage of Yokohama's huge MM 21 project covering an area of 
disused dockland near the city centre could offer an important alter- 
native to Tokyo's downtown business centre. 

The Land Mark Tower building planned by Mitsubishi Estate for 
the MM 21 development will contain about 55,000 m? of office space, 
roughly equal to the 45-storey Kasumigaseki building in central 
Tokyo. Mitsubishi says it hopes to lease space in the tower for 30-50% 
of rents in the Marunouchi area, but admits that this is only a guess. It 
remains to be seen how major international companies will react to 
the idea of relocating some 30 km away from central Tokyo — even in 
an area connected with the capital by an expressway. 

Major developments nearer the centre of Tokyo include the 
Gotenyama project in Shingawa ward, where Mori Building Co. is 
planning a integrated office and commercial development with com- 
pletion set for March 1990. Gotenyama will include some 48,000 m? of 
office space which Mori plans to lease at ¥10,000 m2, slightly more 
than half of what it charges at the Ark Mori complex in Roppongi, 
nearer to the centre of town. A second large development being 
launched by Mori is the Shiroyama project in Toranomon, almost 
next door to the Ark Mori complex. Using land owned by the 
Swedish Embassy and Japan Tobacco Inc., Shiroyama will offer 
95,000 nv of office space at rents which will be similar to those in the 
Ark Mori complex. 

The rash of new projects in and around Tokyo means that the ex- 
treme pressure on space that marked the 1986-87 boom may not recur 
for the time being, but the capital may still have difficulty in meeting 
all the demands likely to be placed on it as it expands its international 
role. Whatever happens to real estate values in the short term, land 
scarcity in the long term will remain a major problem. = 


espite signs of weakness in the housing market, prime resi- 
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AUSTRALIA 


Policy move 
cools the 
market down 


By Florence Chong in Sydney 
T he Australian Government has pursued a tight monetary po- 


licy in the past eight months or so with the specific aim of slow- 

ing down growth in the property sector. The year 1988 was 
phenomenal — property transactions throughout the country total- 
led an estimated A$30 billion (US$23.4 billion). 

The market was running so hot that sections of the industry won- 
dered if it was heading for the same fate as the stockmarket in October 
1987. They commented on the bull run which started five years agoin 
the commercial sector in capital cities and many purchases were 
being made far removed from the fundamental value of the invest- 
ment last year. 

Competition forced yields down to 4.5% — a good percentage 
point below the market norm in Sydney, where the bulk of the trans- 
actions took place. In a specific instance, by accepting an initial yield 
of 4.5%, Japanese investor Yamamoto Eudosan paid around A$20 
million more for the privilege of owning a property in Pitt Street, at 
the heart of Sydney’s central business district. (Yields are generally 
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Central Sydney: strong competition. 


higher in Sydney than in Hongkong, Tokyo, Singapore and Kuala 
Lumpur.) 

Last year's abnormal run on the property market, however, is un- 
likely to be repeated this year. The Labor Party government of Prime 
Minister Bob Hawke has seen to that. The gradual spiral in interest 
rates since the middle of 1988 was engineered to slow down growth, 
but especially to contain the runaway property market. The impact 
has been fairly swift on the more vulnerable residential market. The 
cost of a home mortgage is 15.5% and some large lenders predict this 
will rise to around 16% in the next few weeks. Investors are paying 
from 17% upwards for their loans. 

The market will settle down to a more steady pace in coming 
months. Indeed, in some ways the end of the frenetic activities may 
save it from a dramatic downturn. It is now expected that the higher 
cost of funds will force the deferral of some projects and this will re- 
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duce the expected oversupply of office space predicted for the key 
central business districts (CBDs) of Sydney and Melbourne. A large 
number of projects under way in the two cities are inevitably leading 
to a surplus from next year. 

However, how the high interest rate regime will affect the overall 
property market is yet to be seen because it is still not known how the 
tight monetary policy will affect the economy. If, in fact, the economy 
starts to slow down quickly, it will impinge on the take-up of office 
space and set in train a recessionary cycle. 

The signs are still those of confidence. In the past two weeks, some 
A$623 million worth of properties in Sydney changed hands or were 
about to. Sales of this magnitude do not reflect a nervous market. 

Rising interest rates have had no impact yet on the demand for 
good properties. True, investors are becoming more demanding and 
selective because they feel that the urgency of having to buy im- 
mediately has eased. They are far more price sensitive, but this would 
apply only to run-of-the-mill properties. The competition for prime 
buildings is still strong. Institutions, by and large, are highly liquid. 
Since the equities market has not regained its appeal, while bonds 
and interest rates instruments have limited functions, property is still 
a vehicle for most institutions. 

According to a survey of fund managers at pooled superannua- 
tion funds on how they allocated their funds in the last quarter of 
1988, at least 2095 of the money was held in cash to give them flexibil- 
ity to take advantage of short-term high-yielding money market 
deals. The survey found that Colonial Mutual had cash of around 
27%, compared with Occidental at 30%; Elders 4196; Aetna 2396 ; Pru- 
dential 21% and Norwich 21%. Capita Financial Services had the low- 
est liquidity of around 5%. However, by last month, the fund had 
lifted its cash reserves to 15%. The AMP, the country’s largest institu- 
tional investor, has also lifted its cash weighting since the survey. 
I property. Most managers are, in fact, already committed to prop- 

erty still under construction. Their weighting in property had re- 
mained fairly constant in the past year, but depending on the 
strength of the stockmarket, they are planning to lift their profile in 
property this year. This is evident in the decision of Armstrong Jones, 
a property trust, to pay A$375 million for the Exchange Centre (home 
of the Sydney stock exchange) on 24 February. 

Chris Brown, the Australian chairman of Jones Lang Wootton, 
says the firm has concluded four sales since Christmas (traditionally 
an extremely quiet period). It handled both the sale of the Exchange 
Centre, in Bond Street, and an office block developed by Girvan 
Corp. for A$128 million in North Sydney. It is finalising two other 
sales with a total value of A$120 million to be announced shortly. 

Aside from the big buyers, the industry does not expect small in- 
vestors to bow out either. David Collier, director of Colliers Interna- 
tional, told the REVIEW that his firm is receiving 30-40 fresh inquiries 
each day for the impending auction of 100 Commonwealth Bank 
branches throughout Australia. Collier says the bank sold 30 
branches pre-Christmas at an average A$1 million each. The latest 
batch of branches are likely to fetch around A$500,000 each. Investors 
look at these as blue chip investments — having the excellent conven- 
ant of a bank as the tenant on long-term leases. 

The industry is fairly confident that the market is not about to turn 
down. Leading property people say that it would be grossly un- 
reasonable to compare the present high interest regime and the vol- 
ume of building to the mid-1970s when the industry went into a deep 
slump. Unlike the 1970s, they stress, there is actually no excess stock 
in many sectors in most cities, except Brisbane which is slowly ab- 
sorbing its excess office space. 

The level of vacancy in central Sydney is less than 296. Oliver Irv- 
ing, director in charge of leasing at Jones Lang Wootton, told the 
REVIEW that of the 300,000 m? of space expected to be completed this 
year, half had been pre-committed. Irving is confident that from the 
level of enquiries still coming in for office space, another 100,000 m? 
will be taken up. This will leave around 50,000 m2. Next year, 
however, will be a problem. Some 200,000 m? are scheduled to 


t is obvious that at some point some of the cash will flow back to 
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be finished and, so far, only 30,000 m? have been pre-leased. 

Irving says that last year some 195,000 m? of space were occupied 
— the highest yet in Sydney (the last record take-up was in 1978 with 
176,000 m?). The average rental was A$645 m2, with the top rent of 
A$900 achieved for half a floor on the top level of Grosvenor Place, the 
city’s newest landmark in George Street. 

The average rental growth in the year was 24%. However, it is 
generally accepted that it will drop to less than half of that figure this 
year, and as the vacancy rate increases, the rate of growth will slow 
correspondingly. 

Gavin Martin, director of commercial leasing at Richard Ellis, says 
that the vacancy factor in the Sydney CBD is likely to rise to 3.5% in 
1990, steadily moving up to 8.4% in 1992. The wide fluctuations in the 
CBD office take-up rates in recent years, Martin said, made predicting 
market trends difficult. 

More than Sydney, Melbourne is cause for concern because of the 
large number of projects under way. Many astute developers and in- 
vestors have turned away from Melbourne for what they perceive to 
be bigger oversupply problems. But Patrick Wales, director in charge 
of office leasing at Jones Lang Wootton, Melbourne, says only 27,000 
m? of the 160,000 m? which came on the market last year was carried 
over to this year. However, by end-February, another 15,000 m? was 
leased. 

Wales says the market is expecting 280,000 m? to enter the market 
this year, of which 110,000 m? have been committed. The industry in 
general expects around a further 100,000 m? to be taken up this year, 
but Wales is more optimistic — he is working on a take-up of around 
150,000 m2. But the following year will see the vacancy rate pushing 
out to 4% and to 13% in 1991 — the crunch year. Wales admits that his 
firm’s projection may be conservative. 

The wildcard, he adds, is that multinational and national com- 
panies may decide to base and expand their operations in Melbourne 
to take advantage of the wide rent Sydney-Melbourne rent differen- 
tial. Sydney is becoming very expensive for companies in terms of ac- 
commodation both for office space and housing for senior executives. 
In a recent survey on world rent trends in 24 major cities by Richard 
Ellis, Sydney ranked the ninth most expensive city. By comparison, 
Melbourne was 16th in the world at A$475 m2 and Perth, capital of 
Western Australia, was A$254 nv, placing it behind Singapore in that 
survey. 

Danke 1988, the bulk of space rented fetched A$250-350 m2 in 
Melbourne. However, tenants are committed to pay up to A$450-500 
m? for buildings expected to be completed by 1990-91. In the past two 
years rents rose by 12%, but the rate of growth will drop to 
around 8% down to 4% in older buildings. He expects that rate to 
hold at that level for the top end of the market, though the lower end 
will suffer. 

Rent incentives, either in cash or kind, played a major role in sec- 
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uring large leasing contracts last year. This has led to charges that in 
all capital cities, especially in Brisbane, rents are held artificially high. 
The true rent achieved is lower than published figures. Indicative of 
the market is the incident of a Brisbane merchant banker who was 
offered a top-of-the-line Mercedes and A$1 million cash subsidy for 
signing a lease for 2,000 m? of space in a new building for 10 years or 
longer. 

Industry sources say that in Melbourne, incentives ranging from 
A$1-10 million have been offered in individual long-term tenancy 
deals. Some developers of buildings on the fringe of Sydney's CBDare 
offering tenants taking 5,000 m? or more for at least 10 years incentives 
equivalent to 9-12 months rent. 

However, rising interest rates may offer a moderating influence in 
lessening the impact of oversupply in Sydney and Melbourne. The 
spiral will cull out some marginal projects. It is known that develop- 
ers are re-working their sums, now that the cost of finance has risen 





CHINA 


Freeze on new 
projects 
as glut looms 


By Stephanie West in Peking 


ommercial development in China is headed for a glut. Peking 
C has 75 projects under construction, most scheduled for com- 

pletion by year-end 1989, including five office buildings, six 
shopping arcades, 11 residential complexes, 29 hotels, eight state-run 
hotels adding new wings, and 16 mixed-use projects which incorpo- 
rate offices, apartments and hotels. 

When all 75 projects are completed, the number of expatriate resi- 
dential units will quintuple, from 1,500 to 7,500, office space will be in- 
creased from 120,000 to 380,000 m2, and hotel rooms will almost dou- 
ble the present total of 220,000, according to a recent survey by An- 
drew Ness of property consultants Richard Ellis, the marketing agent 
for the China Word Trade Centre. 

Oversupply of office space will reach an estimated 70%, and hotel 
occupancy rates may suffer seriously from near doubling of room 
numbers, though the Asian Games in September 1990 may tempora- 
rily ease the pain. Oversupply of expatriate housing is estimated to 
reach 40-60%, making this the least seriously affected sector. 

However acute, the oversupply should substantially correct itself 
by 1995, provided that Peking and central authorities continue to limit 
new commercial development projects in the city, and that the 
number of foreign representative offices continues to grow at the pre- 
sent fairly healthy rate of 8-10% a year. 

The balance of supply and demand will remain steady this year, 
however. Most projects are scheduled for completion by the end of 
1989, though many are likely to fall behind, and others may be inten- 
tionally slowed as developers anticipate the glut. 

Commercial development in Peking was virtually non-existent 
until the Jianguo Hotel, Peking’s first joint-venture hotel, opened in 
1982 and amazed investors by scoring occupancy rates of 100% year- 
round. The China International Trust and Investment Corp. (Citic) 
building, completed in 1985, Peking’s first building entirely dedicated 
to commercial office space for foreigners, similarly had no problem 
finding tenants longing to escape the the Peking Hotel (once the 
home of 100 foreign businesses). These early success stories made it 
quite obvious that there existed a foreign community starving for 
higher quality working and living accommodation. 
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sharply. Feasibility studies done six months ago are looking pretty 
marginal now that the cost of finance has risen by 2-3% in that time. 

Collier believes that those developers who failed to get their 
finance in place before Christmas are likely to postpone the start of a 
project until a clearer picture emerges about interest rate trends. 
There are at least three large projects, costing between A$800 million- 
1 billion each, in Sydney which are almost certain to be defer- 
red. 

But Jeremy Alpe, managing director of Richard Ellis, believes that 
developers have no choice but to proceed because the holding 
charges for the expensive sites which they bought would be unbear- 
able. “Obviously with money cost up to 19%, it will reduce the feasi- 
bility of their projects, but it would be very expensive to put them on 
ice. I feel they have little option but to go ahead.” Alpe says many 
have paid a lot for the land and if they were to put it back on the mar- 
ket now, he doubts they would realise the price paid for the site. m 


But when the dust from the first frenzy of construction settled, Pe- 
king authorities realised that excessive commercial projects were 
monopolising supplies of building materials and diverting billions of 
dollars from transport, energy and manufacturing development. The 
State Council fought back in the second half of 1986 with Directive 
101, which ordered a complete freeze on approvals to build luxury ac- 
commodation in Peking, Shanghai and Canton — though this was 
difficult to enforce because the toes of so many powerful central and 
municipal officials involved in individual projects were likely to be 
stepped on. According to Ness, subsidiary companies of as many as 
17 different government ministries were involved in various Peking 
projects. 

Since the latter part of 1988, there has been a serious crackdown on 
non-productive construction projects in China, making it almost im- 
possible to get approval for new projects such as hotels, apartments 
and office buildings. The government has also called for thorough 
evaluation of some projects which had already been approved. 

A total of 37 construction projects were halted in Peking, accord- 
ing to Ness, in most cases due to cold feet on the part of the foreign in- 
vestor. The largest of these is Sichuan Towers — the foundations of 
which had been poured — entirely backed by Sichuan province, 
which would have provided a total of 1,120 hotel rooms and apart- 
ments and 23,400 nv of rentable office space. 

In Shanghai the number of rooms serving foreign guests is ex- 
pected to soar to 14,000 by the end of 1989, more than double the 1988 
total, and jump to 20,000 by 1990. The oversupply, which already has 
some hoteliers worried, may result in price slashing. The Hua Ting 
Sheraton intends to stay ahead of the competition by cutting room 
rates by as much as 33%, and other hotels are likely to follow. 

Tianjin is already swimming in an over-abundance of hotel rooms 
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which more than satisfy the city’s stagnating touristindustry, and the 
situation is not likely to improve in the next twoto three years. The oc- 
cupancy rate at the US$24 million Tianjin Crystal Palace Hotel was 
only 35% in 1988. 

Seven joint-venture hotels have been halted in Canton, where the 
market is flooded. But foreign-invested projects have generally been 
hit less hard by the austerity programme than locally financed ones so 
far, largely because Chinais trying to establish an image as a safe place 
for investment. 

One result of this construction boomis that the remaining projects 
will be highly diversified. The China World Trade Centre, a US$400 
. million investment covering 12.95 ha, is the largest commercial deve- 
lopment in China. It will provide 63,000 m? of office space, 896 apart- 
ments, a five- and a three-star hotel (a total 1,040 rooms), in addition 
to exhibition, convention, and recreation facilities. 

In direct competition with the China World Trade Centre, some 12 
projects are being aggressively marketed for Peking’s upmarket ten- 
ants willing to pay top prices for office and residential space in expec- 
tation of quality management and additional services. 

The top location appears to be the Chao Yang district in the eastern 
part of the city. Peking Hua Wei 3 a 
Centre, an apartment and office 
complex west of Tian An Men 
Square, is focusing its marketing on 
businesses already located in the 
western part of the city who would 
be interested in moving east, since it 
is assumed that those already in the 
east would not consider leaving 
what some call the future Wall 
Street of Peking. 

Projects are using foreign 
companies for management, and 
prospective local employees are 
being trained abroad. The Peking  ksssi 
Fortune Building Co. Ltd sent eight d 
Chinese to Japan for training with Ma e 
one of Japan's largest department 
store chains. If the project in- 
cludes hotels, apartments and of- 
fices, different management com- 
panies are employed for the requirements of different sectors. 


specific to the needs of China, such as dining rooms and show- 

ers for local Chinese staff. Tenants in Peking’s Noble Tower, 
the capital's second office building after Citic, complained about the 
lack of facilities for local staff use, so in all ofthe top projects being con- 
structed these amenities are included. One company also said it 
would provide a shuttle bus service for local staff. 

New projects are adding features to keep expatriate staff and ten- 
ants happy. Most new office buildings have parking spaces, a feature 
forgotten by both Citic and Noble Tower. The availability of direct 
telephone lines, telex, fax and reliability of power source must be con- 
sidered. Satellite television is a must for expatriate housing, in addi- 
tion to fitness centres. The construction boom will create a new level 
of quality accommodation never before seen in China, but the gap be- 
tween supply and demand will still be large. 

One important factor which could help fill the vast oversupply of 
commercial office space is a relaxation of Peking's tight control over 
diplomats. The China World Trade Centre, with the approval of Pe- 
king authorities, is discussing accommodation for the commercial sec- 
tion of one embassy because of increasing overcrowding of diplomats 
in embassy compounds. The same is true in the residential sector, 
which also has much to gain from hotel-bound diplomats — as many 
as 25% of Peking's total — who are homeless as a result of the short- 
age of government-subsidised diplomatic housing. 

Perhaps the most extravagant residential project in Peking is East 
Lake Villas, a joint venture between Shoudu Iron and Steel Co. and 


F acilities in top projects are carefully planned to include features 
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Shanghai houses: European influence. 


East Asiatic Co. of Hongkong. The development, which partially 
opened in January, consists of 126 apartments and 36 townhouses, all 
fully furnished with imported Scandinavian furniture, with monthly 
rents ranging from US$2,800 for a 67-m? one-bedroom apartment to 
US$10,500 for a 265 m? 4-bedroom villa. 

Henrik Lundsgaard, sales manager for the project, admits that 
some people are frightened by the rents, but comments that most of 
the feedback has come from embassies in need of additional housing 
for diplomats. The apartments are 75% let, and the villas — which 
will not be finished until May — are 30% pre-leased. 

Lundsgaard is concerned about the coming glut, but feels the 
early opening of the project will be beneficial when the worst over- 
supply strikes after 1990. When East Lake Villa's first round of leases 
comes to term in 1991, unlike the newly finished projects, Lunds- 
gaard says the job will be to “renegotiate the terms of the lease, not re- 
sell the units." In this aspect, East Lake Villas will be flexible; Lunds- 
gaard predicts at least a 10-15% drop in rents at that time. Ness also 
foresees a general softening in rents, but believes purchase prices will 
still be high. 

China World Trade Centre rents are US$38-41 m? monthly, or up 
to US$10 m? higher than other com- 
parative projects such as the Hua 
Wei Centre (US$28-35 m2), the For- 
tune building (US$35 m?) and the 
Jing Guang Centre, which will be 
Peking's tallest building at 51 
storeys (US$36-40 m?). As the China 
World Trade Centre expects to have 
85% of its first commercial office 
tower rented by its opening in May, 
itis obvious that the high rents have 
not frightened any of its potential 
clients. 

Asian-based businesses from 
Hongkong, Japan and Singapore 
are among the most rapidly expand- 
ing, and even South Korea and 
Taiwan companies now have busi- 
ness offices in Peking operating 
under Hongkong shells. Ness be- 
lieves that the approach of 1997 will 
bring even more Hongkong companies wanting a listening post in 
the capital. 

Although tourism continues to grow at roughly 6-7% a year, this 
fact alone is unlikely to justify the large expansion in the hotel sector. 
Unlike residential complexes which stand to gain from the diplomatic 
accommodation shortage, hotels will lose many tenants when more 
adequate housing becomes available. 

Only 17 of the 84 hotels licensed to receive foreigners in Peking — 
totalling only 9,600 rooms — are truly mid to upmarket, says Ness. 
One possibility is that some of the more down-market state-run 
facilities which now receive foreigners will be redirected to serving 
Chinese nationals, which would reduce the supply of rooms dedi- 
cated to the foreign tourist market. 

One example is the Peking Hotel, which was considered top class 
before the first generation of joint ventures appeared. The newest 
five-star hotel projects will now take those pioneer joint-venture 
hotels down one notch, making them second rate, and the Peking 
Hotel will fall to third. The Peking Hotel has already begun accepting 
renminbi from Chinese tourists, a practice which the hotel once 
would have firmly rejected. 

Central government policies will play the most significant role in 
correcting Peking's future glut. As long as approvals for commercial 
projects remain frozen, fillers such as redirectioning of state-run 
hotels, potential growth of businesses, and increase of tourists will be 
effectivein narrowing the gap between supply and demand. Perhaps 
in 1995, when the oversupply has corrected itself, the central govern- 
ment will again loosen its reins and encourage foreign invested com- 
mercial development in China's big cities. E 
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MALAYSIA 


Foreigners on 
the lookout 
for bargains 


By Nick Seaward in Kuala Lumpur 


nternational investors woke up to the fact last year that Malaysian 
| property was the bargain market of the region. In 1988, several 

key buildings in Kuala Lumpur were snapped up at giveaway 
prices by foreigners, and more are being sold. With the freeze on con- 
struction of new high-rise office blocks still in force, some consultants 
are now voicing fears that few suitable proper- 
ties will be left for the new property unit trusts to 
invest in when they come on to the market later 
this year. 

Prices are already beginning to respond to 
the renewed interest. In April last year, an In- 
donesian group managed to secure an office 
building in the heart of the central Golden 
Triangle district — Wisma Supreme — with 
9,100 m2 of lettable space for M$15 million 
(US$5.48 million). Today, less than a year later, 
the same building has been refurbished for 
about M$2 million and is probably worth around 
double the initial purchase price. 

Itis not just Kuala Lumpur that has been find- 
ing foreign favour, however. The repeal of Sec- 
tion 433 of the National Land Code — which pre- 
vented foreigners from owning landed proper- 
ties in Malaysia — has created a surge in demand 
for houses in Johor Baru as Singaporeans have 
flocked to buy second homes just north of the Causeway. The 30% in- 
crease in the price of residential accommodation in Singapore since 
late 1986 and the depreciation of the ringgit against both the US and 
Singapore dollars over the past 12 months has made Malaysian prop- 
erty irresistibly attractive. 

Consultants C. H. Williams, Talhar and Wong (WTW), report that 
while there is still oversupply in the Johor residential market, de- 
mand for low-to-medium cost units is significant. wTW also reports 
that retail rentals are firming up in response to the Singapore-driven 
spending boom: shoplots in Johor Baru's Holiday Plaza are now 
being let at rentals of up to M$53.80 m? a month, compared with an 
upper limit of M$48.40 in 1987. Industrial demand has also picked up, 
one indication being the selling out of Phase I of the Tebrau Industrial 
Estate. 

Strong demand for industrial sites in the northern urban centre of 
Penang has prompted the local authority to reclaim more land for this 
purpose. Sixty-year leases are being sold for M$53 m?, instead of the 
M$43 being charged in 1987. The rentals for retail sites, however, re- 
mained static in the prime Komtar centre but the entry of a new name 
to Penang — department store Yaohan — toa 12,000 m?lotin Komtar 
last November may stimulate more interest during the coming 
year. 

In Kuala Lumpur, several new names came into the retail market 
— in particular the Lion Group's Parkson Grand chain and Robert 
Kuok's Japanese joint venture Chujitsu — but rents remained static. 
Cold Storage also came back on to the scene with its Weld shopping 
complex on a prime Golden Triangle site that had stood empty for 
five years. 

Two more major upmarket shopping complexes are now under 
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construction in the same vicinity as The Weld — the aim being to 
transform the Jalan Sultan Ismail/P. Ramlee/Raja Chulan inner 
triangle into the equivalent of Singapore's famous Orchard/Scotts 
Road shopping area. Increasingly this inner triangle is becoming the 
prime area of Kuala Lumpur and its position will become unrivalled 
as soon as the once-derelict Hotel Okura site is developed as the Hotel 
Istana by the Pernas/OUE joint venture and the Pahang royal family's 
stop-start Shahzan Tower office block is finally completed. 

Shahzan Tower is the only major new office block expected to 
come on to the Kuala Lumpur market in 1989, bringing an additional 
32,500 m? of capacity. First Malaysia Property Trust (FMPT) calculates 
that the cumulative supply of office space in the capital was 2.63 mil- 
lion m? by the end of last year, while cumulative demand stood at 
some 2.23 million — a surplus of around 15%. Over the period 1989- 
90, FMPT reckons that supply will increase by about 93,000 m2, but 
uptake over the same period will be around double that at 186,000 m2. 
Consequently, the overall surplus is expected to shrink to about 
310,000 m2, or 11%. 

WTW agrees that the surplus is shrinking. It predicts that all exist- 
ing and foreseeable supply will have been taken up within five years: 





“Ws no longer a buyer's market," wrw director Dr Aloysius Mar- 
beck said recently. Marbeck questioned whether the municipal gov- 
ernment's freeze on new high-rise development in the central busi- 
ness district was still necessary. 

The freeze has been imposed not so much to help the property 
market, however, as to prevent the centre of Kuala Lumpur from be- 
coming a ghost town at night. City Hall is granting approval to new 
high-rise projects as long as they provide 70% of their space for resi- 
dential use — the remainder can be commercial. Such projects will 
also qualify for lower property taxes for 10 years, after which an in- 
crease in the commercial content of the building will be permitted. So 
far, however, only one developer has submitted plans under this 
scheme. 


provement from the very low M$16 nv obtainable during 

1986-87. Landlords are now asking for M$25-26 m? in some 
prime buildings and the average yield is now up to the 5-676 level 
from 4-5% two years ago. Average occupancy levels are now up to 
85% for the best buildings and about 75% for properties on the fringes 
of the central business district. 

Despite the improvement in yields, they are still too low for the 
successful operation of property trusts — which several banks are 
scrambling to be the first to get on to the market in Malaysia. Some 
consultants estimate that the trusts will need yields of about 8-10% to 
pay reasonable dividends to unit holders after deductions for man- 
agement fees. However, rentals in Malaysia have traditionally been 
on the low side, with most property owners relying on capital ap- 
preciation for profits and paying scant attention to quality of ten- 


C ommercial rentals are already beginning to show some im- 
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The other problem is that the trusts may have missed the boat as 
far as capital appreciation is concerned. The time to buy was last year. 
With the freeze on new construction and the entrance en masse of 
foreign investors, the supply of good quality, wholly owned office 
blocks at low prices is drying up rapidly. In addition to Wisma Su- 
preme, last year foreign buyers bought such properties as the Amoda 
building, Wisma Phillips, Wisma Andalas, and — just recently — 
Kompleks Kewangan. It is no surprise that some of the managers of 
these proposed property trusts are already talking about selling their 
own headquarters buildings to get them started. 

Foreign interest is also being centred on the Malaysian hotel in- 
dustry. Purchases in Kuala Lumpur alone include the Prince Hotel 
(now renamed the Park Avenue), the Regent of Kuala Lumpur (now 
renamed the Park Royal) and the Oriental Hotel (now renamed the 
Regent). In addition, the struggling property giant, Faber Merlin, is 
currently holding talks with the new 49.975 owner of the Park Royal 





THAILAND 


Golden days 
for property 


developers 


By Paul Handley in Bangkok 


anuary 1989 was a golden month for newspapers — nearly every 

day there was a full colour full page — and sometimes three full 

pages — advertising a new office tower or residential con- 

ominium project for Bangkok. It was enough to make observers 

concerned about the future of the Thai real estate market. But all signs 

indicate that, at least for the next three years, any project coming 
onstream is going to be a real money-spinner. 

Demand has consumed the market, and shows little sign of re- 
lenting as foreign and local investment continues to expand. Hotels 
in all classes are full and getting near-extortionate rates; office space is 
going for 30-50% over rates a year ago; apartments and houses in 
good locations are only slightly less difficult to find. While the feeding 
frenzy over land on the eastern seaboard, 
where Pattaya and new industrial parks are 
located, has ebbed, prices in metropolitan 
Bangkok are only going to rise. 

According to real estate experts Richard 
Ellis, office space is 98.6% let, and will con- 
tinue to remain that tightly in supply. 
Richard Ellis just participated in what it 
terms a record office lease, at Baht 420 
(US$16.56) m? in the Wall Street Tower office 
on centrally located Suriwong Road. 

Scott Morgan, Richard Ellis’ chief repre- 
sentative in Bangkok, says that at the com- 
-pany's conservative demand projections — 
"not desperately strong" — that occupancy 
rates will be roughly the same at the end of 
this year and increase in 1990. This projec- 
tion is based on 10% annual demand 
growth, where it has been averaging about 
1576 for the past few years. The heated pace 
of the Thai economy could make the 10% 
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1,600-room hotel chain in Malaysia. Others have thrown their hats 
into the ring on this one, however, with Singapore listed company 
Hotel Properties Ltd emerging as the leading contender. 

The Prince and Oriental hotel sales worked out at M$170-190,000 a 
room. Occupancy levels are now up to the 75% mark and operators 
are starting to increase their room rates — either by a straightforward 
revision of their published tariff or by ending the deep discounting 
which has made Kuala Lumpur one of the cheapest places to stay in 
Southeast Asia. The total number of rooms in the capital has re- 
mained constant at 8,528 but with the once moribund Oriental ex- 
pected to open this yearas the new Regent, supply will start creeping 
up again. 

In the other main hotel centre of Penang, two new hotels with a 
combined total of 858 rooms opened recently and a further three are 
due to come on to the market within the next two years, bringing an 
additional 999 rooms. Consultants estimate that the total supply of 
rooms on the island will be around 7,560. ini 


This has been the incentive for numerous new building pro- 
posals, which will be focused on the traditional business centres of 
Bangkok: the Silom-Suriwong area, Sathorn Road, Wireless and 
Ploenchit, and Sukhumvit. Beyond that are numerous high-class 
towers accompanied by commercial and residential space on the 
main arteries extending from the centre: Ratchadapisek, 
Phaholyothin, Bang Na, and the Lard Prao area. The Bangkok met- 
ropolitan administration said that in January this year alone, it re- 
ceived applications to build 132 high-rise blocks in the city, including 
more than a dozen of 20 storeys or more. 

Bangkok's day-to-day worsening traffic congestion puts a pre- 
mium on the prestige of having a centrally located office. For top of- 
fice space, Morgan forcecasts rents flying up into the Baht 500-600 m? 
range over the next 12-18 months. 

Beyond that, new building should be coming on line just as the 
economy switches into lower gear, growing more steadily. By end- 
1992 Richard Ellis forecasts occupancy dropping to 89.3%, indicating 
a still growing market. But beyond thatis difficult to project, given the 
frequency of new-project announcements in recent months, in con- 
trast with the availability of land and the short supply of competent 
construction crews. 

Office condominiums have seen prices rise steadily with the ren- 
tal market, but increasingly sophisticated developers are slowly shift- 
ing towards retaining their property. Currently, about 25-30% of 
quality office space is sold, at prices of Baht 27-35,000 m2. This, Mor- 
gan suggests, could be strengthened if the government eventually 
passes a law permitting foreigners to own condominiums. 

In the residential market, proposed up- 
market apartment buildings in central 
Bangkok could number well over 50, with 
about 20 definitely being built this year. 
Most offer an average 230 m2, and sell in the 
range of Baht 23-27,000 m2, according to 
Richard Ellis residential specialist Busba Vir- 
ochpoka. Currently, units are difficult to 
find, and for the next 12-18 months the de- 
mand appears firm enough to easily soak up 
new supply. One Thai banker is projecting 
that foreign companies will soak up supply 
over the next three years as hotel space re- 
mains difficult and more foreign staff arrive. 

Much of the demand is from Thai invest- 
ors hoping to lease the apartments out. Ren- 
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—E L TN. tals of an average up-market apartmentare a 


| minimum of Baht 20,000 a month, and gen- 
guum erally in the Baht 30-50,000 range. New 
TEC a buildings are in the traditional areas of 

Sse" KP Sukhumvit and off Sathorn Road. Also 
growing in popularity, with five or six new 
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E projects t to obe completed i in 1 1990-92, are Site banks of the Chao Jane. 
A river. 
= Not all are confident of mid-term prospects, and Morgan con- 
— cedes “there isa risk of a hiccup” in the residential condominium mar- 
~ ket. One feature is that all of the new projects are up market, in the 


: . Baht5millionaunitrange, and therearea finiteamountof new rich in 
.. Bangkok willing to invest. At the same time, thereisa dire shortage of 
~ mid-market apartments, those which would rent for Baht 7-15,000. 


i. Hotels are a similar story. Late last year the rainbow-skirted 
... Baiyoke Tower, the kingdom’s tallest building, told the tenants of its 


9 middle-priced units to vacate: they were metamorphosing into a 
=> hotel. The owner was probably influenced by the news that a hospital 


.. was setting a few floors aside to house tour groups in need of accom- 


.. modation. 


s verage room rates in international-class hotels are reaching 
| Baht 2,000 a night, and walk-ins are getting hit for Baht4,000in 


5 the second-class hotels filled with Taiwan and Singapore 
.. group tours. The rates are projected to hold for the next 30 months, 


.. with the market easily absorbing the handful of new hotels to open 


~~ within that period. 

s. Despite widespread fears, the high price of a holiday in Thailand 
. Will not likely freeze the tourism boom; growth will only be slower, 
most analysts feel. Beyond 1992, though, the situation is in flux as 


i nu ous land deals, especially along the Chao Phya, indicate that 






fe hotels are in the offing. 
P. hee space in central Bangkok is at a similar premium. Mor- 
P" : gan says the Silom Road Holiday 
.. Inn, the first stage opening 
dn November this year, is put- 
= ting shop space on the market at 

Baht 2,000 m? a month for three- 
. year leases. Rates a year ago 
were around Baht 1,400. The 
market should begin to soften 
in 1991-92, predicts Morgan, 
but there is little chance of the 
kind of slump that might hit 


Feb. 1989 
Dec. 1989 
Dec. 1990 
Dec. 1991 
Dec. 1992 


Land sale damp | 


A year after Thawee Chusap, director of the Interior Ministry’ S 
.. Land Department, said he was going to get tough with. bdo 
^. *. buyersof Thai land, results came out: in Febru ry the department 
^ named three Germans, two Dutch and one American in t 






- partners were not large, nor were their companies well known. - 


^ . . -The insignificance of the six lends credence to the belief that 
>e Thawee' s zeal in tracking illegal foreign land speculatorshasbeen . frc 
. squashed by political interests on the top. Foreign purchases. of 





" à ^ Thai land through borrowed Thai names will be allowed to con- 
- > tinue indefinitely. 


mot As individuals or as holders of more than 49% of a Thai-based | 
^ co company, non-Thais are forbidden to buy land. Leasing land, lim- 
—' ited to 30 years by law, is fully permitted. Enforcement of the law 


SUD was tightened by Thawee last year. The department is said to be 

-. resisting giving transfer certificates to land sold to Thai companies 
— . with even one foreign director on the board, and even to Thai 
4. 4. companies with any foreign shareholding at all. 


m : surrounding Bangkok and the eastern —— heated up, 
<: = Thawee said he had documented more than 800 cases of illegal 
~ land transactions, involving Asian nationals first and Europeans 





ply and demand of office Space. : 








Amerncan m t tt ree. “across t at 
cases. The plots of land they bought through nc ominal Thai er 


Last year, as therealestateboomacross Thailand but especially | 
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residential condominium developments - in the near future. 

Land prices in Bangkok are steadily rising, but the market is - 
relatively calm. The top price reached in the Silom Road area has - 
been Baht 250,000 a wah? (4 m2). Other prime areas, inner Sukhum- 
vit, Asoke, Sathorn and Ploenchit, are selling in the Baht 120-180,000 
range. In other areas the prices drop off significantly, with value 
related to transportation links, existing or future. Possibly the site 
of a future hotel, a recent land sale on the river banks well below 
idem Bangkok, according to Richard Ellis, averaged Baht 45,000 a 
wan 

Outside Bangkok, markets are mixed: the frenzy that consumed 
the eastern seaboard last year appears to have died down, yet near to 
Pattaya the market still appears strong. The region, where the gov- 
ernmentis pushing heavy and light industry projects and building its 
major port, is flecked with nearly uncountable residential con- 
dominium, shophouse and suburban housing projects. Many ana- 
lysts feel the condominium market is well overbuilt in the Pattaya- 
Jomtien beach stretch. But at peak tourist periods the area's hotels are 
still filled up, so the market is still there for short-time rentals of apart- 
ments. 

Nevertheless, there is a shift of interest in beachside con- 
dominiums to the opposite coast on the Gulf of Thailand, specifically 
at Cha Am and Hua Hin. Despite a greater distance from Bangkok, 
on an infernally crowded highway, the Cha Am area is proving infi- 
nitely more attractive to the sleaze of Pattaya. 

In addition to the 15-20 apartment tower projects in the Cha Am- 
Hua Hin conics: there are a handful of hotels going up. The beach- 
side apartment towers are sell- 
ing units for Baht 2-5 million. 
` | Another popular specula- 

tor's market, the northern city of 
Chiang Mai, has yet to bloom. 
Industry and commerce still find 
the city remote, good mostly for 
the tourist sector. But land prices 
have steadily risen and several 
apartment towers are under con- 
struction in the city. m 


behind théii. Theflow of Hongkong, Taiwan, Japanese and other 
Asian cash into Thai land has been fairly obvious. The Land De- 


igh searching. bank records and tax returns, was 





EY establishing whether the Thai fronts for these investments were fi- 
.  mancially able tocarry a majority investment. | 


:e's department also let out that it had data on a case in- 
volving the Japanese purchase of thousands of hectare of land 





along the proposed route of the Kra Canal, mulled for centuries 
the 





southern 1 Thailand isthmus. 
ming of six small-time foreigners, then, indicates = 
ment has come under not to go 








level Lof pressure. the Land Depar 


| after the big-time investors. Observers say the message to Thawee 


om the top levels of government has been to lay off, probably be- 
cause of the massive involvement of senior officials and well- 
<nown businessmen in fronting for foreign buyers. | 

_ The noise made by the Land Department, however, has forced 
fore become more cautious about choosing a local part- 
ner, à ading legal loopholes. s 
| AS s office and residential space, the government has - 
yet to rule on a proposal to the cabinet to allow foreigners to buy 
25-30% of the space in any building. In anticipation of the law, 
purchases by foreigners go on virtually unimpeded. Soif the gov- — 
ernment were to decide against it, there would be probably - 
thousands of cases to prosecute, most of them too small for the ~ 
government and courts to want to be bothered with. Some obser- ~ 
vers feel that eventually the government will accept the fait accom- = 
pli. | | l n Paul Handley E 
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TAIWAN 


Market shocks 


cause a 
cautious mood 


By Jonathan Moore in Taipei 


eal estate investors and construction firms began 1989 playing 
R: waiting game following several shocks to the speculative 

real estate market, including a stockmarket crash in Sep- 
tember and credit-tightening measures taken by the central bank 
aimed at controlling money supply. 

The land boom which began in late 1986, fuelled by superliquidity 
in the banking system, began to cool in mid-1988 and prices found a 
plateau at new heights. 

Since then, high prices have kept developers and investors out of 
the market while they wait for indications of the next trend. Analysts 
in Taipei said the degree of an expected market surge in the post- 
Lunar New Year period in March and April 
would likely indicate the trend for the rest of 
the year. 

A slowing down of the land market would 
be a welcome relief for a government which 
has watched with increasing trepidation as 
land prices have climbed. After two years of 
doubling prices, shortages of space for indus- 
trial as well as residential use are beginning to 
threaten prosperity and stability in other areas 
of the economy. 

Some 80% of families own their own homes 
in Taiwan, and new families in the past have 
generally expected to afford housing, a pros- 
pect which is beginning to become more dis- 
tant for lower and middle income families as 
the housing market helps to hasten the widen- 
ing of the income gap. The government, fear- # 
ing social and political repercussions, has re- Wf TENA MIC 
sponded belatedly with measures designed to 
thwart land speculation and aid home buy- 
ing, such as restricting credit for developers, taxing short-term land 
sales at higher rates and providing easier credit for home buyers. 

The property market has gained from Taiwan’s fast-paced eco- 
nomic growth in a number of ways. As the trade surplus fed money 
supply growth at rates ranging from 28% to near 50% in the past two 
years, and as the savings rate soared, investors sought places to park 
their idle cash. With few investment outlets for their money, the re- 
sult has been inflation in stock and real estate prices. 

Another effect of the economic good times has been that as per 
capita annual income rose in 1988 from around US$5,000 to 
US$6,000, Taiwan residents have demanded more in the way of ser- 
vices and imported goods. This in turn has led to a demand for more 
space in Taipei, including new specialty shops selling everything 
from high-priced cosmetics to furniture, new stock brokerage houses 
and residences. 

The result was that prices doubled in some areas in 1987. But the 
trend abated around mid-1988, slowing first as buyers' wallets were 
tested by high prices. At the end of the year investor interest was fur- 
ther dampened by the stockmarket's crash and intensified credit- 
tightening measures. 

C. J. Chai, a real estate analyst at Investec, a consulting firm in 
Taipei, noting the link between the real estate market and the trade- 
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powered economy, said real estate activity would likely be calmer as 
the economy slows and as buildings already under construction con- 
tinue to open. 

"Local people like to have real estate investments, which they feel 
are very secure. But if they don't have that extra lump sum, they will 
no longer make the land investment. And if they lose money, they 
will sell the house to contribute to their business," Chai said. 

Overall, land prices increased around 30-3576 in 1988, according 
to analysts. Rents, lagging behind the growth in prices, increased at a 
faster rate of 38-4376. 

Rental prices in Taipei's prime office buildings have come under 
pressure from foreign as well as local companies demanding space. 
The wave of new stock brokerage firms, which require great quan- 
tities of space for trading floors are an example. 

Businesses in prime locations, such as in newly constructed build- 
ings along Minsheng East Road and Tunhwa North Road or Nanking 
East Road, must pay US$21.92-27.41 n? a month, based on an ex- 
change rate of NT$27.62:US$1. 

Apartment space in downtown Taipei may sell for up to US$4,385 
m? for newly built luxury homes, with average prices closer to 
US$1,100-1,600 m2. For expatriates working in Taipei, who are more 
likely to rent homes and live in prime suburban areas like Tienmou or 
Neihu, prices range from US$14.50-24 m?. Houses for families living 
in the swanker Yangmingshan area rent from US$2,200 a month and 
up 


One natural result has been a rise in new buildings in the past two 
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Trade Centre, Taipei: developers waiting. 


years as construction firms responded to the demand. The building 
boom has not caused an oversupply problem, however, because de- 
mand has kept pace. Vacancy rates have remained steady at around 
5-10% in the past year for residential property and nearer to 2% for of- 
fice space. 

Part of this is because, as the economy has grown, residents and 
businesses have been lured to higher priced real estate, especially in 
the city. Also, a general shortage of labour has hit builders, causing 
many projects to run way beyond schedule and delaying the opening 
of new space. 

Average prices for land for new construction have climbed from 
US$21,900 m? to US$33,000. Peak prices have risen as high as 
US$40,000 mz. 

Nevertheless, investors and construction companies holding 
land since before the crunch have made out handsomely. The 
strongest construction firm, Cathay Construction, had 1988 profits of 
NT$1.95 billion (US$70.65 million), a 162% increase over 1987. Banks 
and other companies with large land assets saw their share prices rise 
to extreme levels during the boom, further emphasising the relation- 
ship between the stock and housing markets. 

One positive effect of the land boom, said Chai, is that con- 
struction companies have begun to use higher building mater- 
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Although our captains are all “million-milers”, they still insist on continuous training with the world 
ground staff. Because at Korean Air, our single purpose is making your trip the best you've ever hac 
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most advanced flight simulators. It's a commitment to iling also shared by our flight hostesses and 
And it's why around the world, we're known as the airline with the dedication that could only be Korean. 
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ials, resulting in a trend towards more solidly constructed buildings. 

The worst surprise for investors was the dive taken by the local 
stockmarket in October 1988 when the government puta new capital 
gains taxon stock earnings. The market has cooled considerably since 
then, bringing a similar uncertainty to the property market. 

The recent softening of the market is characterised more by a de- 
cline in demand and a fall in land sales than by a weakening in prices, 
real estate agents said. Land sales slowed to a crawl as potential land 
buyers became dismayed by high prices and as optimistic owners, 
waiting for a return of the bull property market and a new chance to 
prop up prices, have became reluctant to sell. 

Under public pressure, Taiwan authorities have responded to the 
.. housing shortage by turning their attention to building more public 
^ housing. One plan is to convert some farmland in suburban areas for 
development of housing units. Taipei City announced in November 
1988 it will convert 417 ha of rural land in Kuantu outside the city to a 
development that will house 100,000. | 

Critics argue more effort is needed. The responsibility for creating 
public housing for low- and middle-income families is now shared 
between central, provincial and municipal governments, which 
often lack funding and initiative to begin new housing projects. The 
Ministry of the Interior is working on unifying public housing under 





NEW ZEALAND 


Speculators 
reap the 
whirlwind 


By Elizabeth Pearce-Durrance and Colin James | 





n New Zealand the loudest property noise in recent months has 
been the sound of crashing companies. The boom which ended 
after the sharemarket crash in October 1987 bit deep in 1988 and is 
still biting deep in early 1989. 
In the first two weeks of February alone three companies col- 
lapsed and a fourth went into receivership in early March. This fol- 
lowed a litany of large losses and other failures in the sector. Few com- 
panies reported profits. 
: Demand for office space dropped, dragging rents down and 
. bringing the building boom to a sudden halt. Tax changes hit both 
= rents and investment. Construction companies began to join prop- 
= erty companies in trouble. Banks rejigged portfolios to cushion the 
_ shock. | 
e Nevertheless, as 1989 dawned a few companies began to venture 
*. back into the market, picking up properties at good prices in expecta- 
-. tion of a recovery on the back of a fragile improvement in the general 


. economy. Foreign investors, especially from east Asia, appeared. 


2 The boom was characterised, as most are, by what Mainzeal Prop- 
.- erties Ltd chairman Peter Menzies described in his annual report in 
- early February 1989 as "speculative growth as distinct from sound 
— growth.” He added: "That whirlwind is currently reaping its own re- 
- wards. There will be further company collapses before the property 
-. market stabilises.” Now, he said, "the banks are in charge and this is 
^ bringing to an end the incompetent property developer." But it left a 


. legacy of non-performing buildings which meant “the immediate fu- : 


:- ture offers little joy." 

: Mainzeal is going buying in downtown Auckland and intends to 
.. doitonthe proceeds ofashareissue, maybe to Asian investors. Share 
-. issues have been rare since October 1987 on the depressed New Zea- 
* land stockmarket — but Mainzeal’s gearing is low, with share- 
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the central government. Also, authorities hope improved infrastruc- 
tural projects will aid expansion of capital and residential areas away 
from urban centres, evening out imbalanced growth. | 

The shortage of industrial land has been made worse by ad hoc 
policy making in the past decade that many economists and busi- 
nessmen claim has resulted in overprotection of agricultural land and 
has encumbered current rezoning efforts with red tape. 

The high prices have complicated efforts to reclassify land. When 
land is so expensive, the government has to be careful with rezoning, 
because of political pressure from interest groups, said a Taipei prop- 
erty analyst. 

The Industrial Development Bureau said the price of land in some 
popular industrial areas near urban centres like Taipei and 
Kaohsiung has risen by as much as three or four times in the past 
year. | 
Last year was a boom period for hotels in Taiwan, which profited 
from a growing stream of business travellers. Taiwan's two listed 
hotel companies, the Ambassador and the Imperial, each had a good 
year in 1988, as did the rest of the hotel industry. The Ambassador, 
which has hotels in Taipei and Kaohsiung, had estimated pre-tax pro- 
fits of NT$370 million on revenue of NT$1.3 billion and the Imperial 
had pre-tax profits of NT$40 million on sales of NT$280 million. — m 


holders’ equity at balance date (30 September 1988) at 89%, 

The boom was fuelled by strong demand for office space, particu- 
larly from the newly deregulated financial services sector, as both 
local companies expanded and overseas companies, particularly 
banks, came in to compete. On the supply side financial institutions 
pursued market share with easy, if expensive, credit. 

In Wellington, the capital, steady demand by the government 
coupled with the need to upgrade or replace buildings to meet strin- 
gent earthquake regulations, had underpinned strong redevelop- 
ment for two decades up to 1987, In addition, after major state trading 
departments were turned into stand-alone corporations in April 
1987, some of the new bodies upgraded their headquarters. 

Since the stockmarket crash the financial services sector has 
shrunk. Then in mid-1988 the government applied both the carrot of 
decentralisation of authority and the stick of alower budgetary ceiling 
to core state departments, which encouraged departments to review 
how much of their operation needed to be in central Wellington. 

The Ministry of Transport, for example, has cutits head office cen- 
tral Wellington space by 87% by moving into smaller and cheaper ac- 
commodation in the suburbs. Other departments are expected to fol- 
low suit over time. 

A chronic shortage of office space has given way to rising vacan- 
cies. In Wellington, valuer Robertson Young Telfer, in a detailed sur- 
vey of office space in October 1988, estimated vacant space at 8.296 of 
the total stock in the core of the central business district (CBD) and 
18.2% in the fringe, figures it says are still roughly correct, though _ 
some other valuers say anecdotal evidence suggests the rate is lower. 

In Auckland, the biggest city, Valuation New Zealand (the gov- 
ernment valuation department) assesses the vacancy rate at 13-15% 
in the CBD and 25-30% in the suburbs. These figures are likely 
to get worse. Valuation New Zealand’s Auckland district chief 
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And new stock is still being added at a fast rate. In the core CBD, 
52,031 m? was under construction in October 1988, equal to 8.1% of 
existing space and in the fringe CBD the 68,362 m? under construction 
represented 31.4% of existing space there. Some 44% of the space 
under construction in the core and 78% in the fringe was unleased in 
October 1988. Another 44,756 m? is due to come on stream in late 1990 
and early 1991 in the fringe, adding to the oversupply. 

In Auckland 230,000 m2 is being built in the CBD, representing 
27.7% of existing space. Two-thirds of existing space has been built in 
the past 10 years and 240,000 m? in the past three. Half of the amount 
now under construction is unlet. 

One authoritative valuer predicts another 65,000 m? will be built in 
Auckland over the next few years, but also predicts demand will rise 
by 240,000 m2 over the next five years to take up some of the slack. 

Top rentals — such as the Bank of New Zealand (BNZ) headquar- 
ters in Wellington and the Peat Marwick building in Auckland — 
have held steady on last year's rates: around NZ$460-500 (US$286- 
311) m2, with Wellington slightly 
higher than Auckland. 

Further down the market, 
rents of around NZ$330-360 are 
being posted for new develop- 
ments. But those figures were 
often discounted by incentives to 
prospective tenants, including 
rent-free periods of up to two 
years, payment of fit-out costs and 
in some cases cash contributions. 

Unsurprisingly, land values 
have dropped in the past year — 
though by how much is in dis- 
pute. A December report by the aa 
Institute of Valuers reckoned § ja 
values had dropped by 25-30% in PE. 
the Auckland CBD and by 30- EEME 
50% on the edge of the CBD in 
Wellington during 1988. But Valu- 
ation New Zealand’s Wellington 
managing district valuer Philip Western told the REVIEW there was 
“no evidence that land values have fallen to the degree some have 
said.” 

Assessment of the drop is complicated by the thin market. Build- 
ing sales have been few and at lower prices than in the past. Huge in- 
creases in official government valuation of land — by 280% in the 
Auckland CBD between 1983 and 1988 and by 519% in the Wellington 
CBD between 1984 and 1987 — have dramatically increased the land 
tax charged, putting heavy pressure on building owners or, where 
they can pass it on under existing leases, tenants. It has hit recession- 
struck retailers particularly hard. 

In Wellington a switch by the local city council in the basis of cal- 
culating city taxes (rates) from land value to capital value has still fur- 
ther compounded the problem. 

Overall, the Institute of Valuers reported in December, in some 
cases total recoverable operating expenses had nearly doubled for 
some building owners. These imposts have helped compound the 
reduction in demand for floor space — to the point where new Fi- 
nance Minister David Caygill has said he is considering pleas to lower 
the land tax, now at 2%. In addition, deprotection of manufacturing 
has cut demand for industrial land in south Auckland, which accord- 
ing to Stan Caldwell of Barfoot International has halved over the past 

ear. 
i Another government move, the removal of personal income tax 
concessions for saving for superannuation schemes, has hit one of 
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Wellington view: companies crashing. 
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the biggest traditional sources of supply for funds. Mainzeal's Men- 
zies told the REVIEW this was a “cataclysmic” move. 

Caygill has continued tight monetary policies which have kept in- 
terest rates high — in mid-February around 13% for benchmark five- 
year government stock and around 13.4% for 90-day bank bills. In ad- 
dition, banks have been trying to rejig their portfolios and so are less 
keen to lend to or bail out property companies. Over the past year 
banks have been lending heavily for private house mortgages, which 
now carry interest rates of 15-1676. 

One result has been that house prices have held up or not fallen 
much — and in some cases, particularly in Wellington, continued to 
rise, despite the economicrecession. But there have been some recent 
indications that the banks’ move into residential mortgages is tailing 
off. Further, international banks have become nervous about New 
Zealand, especially in the wake of the collapse in January of 
Equiticorp, which owned a large subsidiary property group, Aurora. 

For example, Italian International of Britain in February withdrew 
support from two property companies, Richmond Smart and Com- 
mercial Securities Ltd. Both went into receivership — and with them 
Bexley Corp., which held 22% of Commercial Securities. 

These crashes followed 10 earlier failures of property or property- 
related companies, as the property sector share index ran 21% below 
the average of one of the world's worst-performing sharemarkets in 
1988. Investors marked property 
companies wellbelow net tangible 
assets. 

Amid the nervousness of Feb- 
ruary there was even a sharemar- 
ket sell-off of Chase Corp., one of 
the biggest property companies, 
after an Australian credit rating 
agency dropped its rating. One- 
third was hacked off its share price 
on 15 February. 

Chase has diversified its 
portfolio to include industrial and 
trading companies besides prop- 
erty — and in late January was 
congratulating itself on having 
taken the hard decisions after the 
crash and being on the point of re- 
entering the British property it 
sold out of shortly after the crash. 
Some senior analysts, including 
Frank Pearson, funds manager for CML Insurance, went public with 
endorsements that it was basically sound. But it wants cash — and at 
the time the selling wave hit had just announced it would sell its 89% 
holding in international photographic firm Hanimex to boost share- 
holders funds and reduce debt. 

Meanwhile, the shockwave has moved on to the construction sec- 
tor. Some major projects are being dropped and a government prom- 
ise to introduce a capital gains tax, probably this year, is likely to fur- 
ther discourage investment in commercial property. 

New Zealand Insurance Corp. recently put on hold a three- 
tower NZ$700 million central Auckland development. Chase 
Corp. is proceeding with one major development in Wellington, 
but has halved the size of a projected tower beside the BNZ building 
in Wellington and will not proceed unless it can get 50-70% pre- 
leased. 

National statistics show that building permits issued for commer- 
cial and industrial buildings dropped 3% in value in the year to Nov- 
ember compared with the year to November 1987, despite inflation of 
around 6%. So, for example, builder Wilkins and Davies posted a 
NZ$9.3 million loss for the six months to 30 September 1988 and is 
now said by sharebrokers to be working closely with Peter Howell, 
a specialist in receivership with accountant Price Waterhouse — 
though it is not in receivership. 

But there are some survivors. Fletcher Construction, with sub- 
sidiaries in Hawaii and Washington state in the US, has used those 
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contracts from ailing competitors. 

There are survivors in the property sector, too. Fletcher stable- 
mate Challenge Properties has, like Mainzeal, gone shopping. On 15 
February it said it had bought four shopping centres from National 
Mutual Insurance and a half-share in New Zealand's largest shop- 
ping complex at Manukau in south Auckland. It now has 12 shop- 
ping centres. 

Brierley Cromwell announced a NZ$450 million 40-storey com- 
plex in Auckland on 20 February. Chairman Graham Bringans said 
the move was “planning for the future — ifone was considering what 
one would do today, one would probably do nothing. But this is a 
long-term project." 

Ascot Management Corp. in February reported a 19.25% tax-paid 
return from its Rural Investment Property Trust which has 
specialised in precisely targeted counter-cyclical investment in New 
Zealand's generally depressed, but slowly reviving, farm property 
market. Like Mainzeal it has a high equity ratio — 9575. 

Bob Jones, chairman of Robt Jones Investments, one of the few 
profitable property companies, said in a radio interview on 21 Feb- 
ruary that “we are continuing to enjoy rental reviews upwards" of his 
company's 500 commercial tenancies. 

“It is the bad buildings that are in trouble. The rental market is just 
as strong as it always has been. There are purchasers keen to buy, but 
nothing is coming on to the market by way of quality. There is an 





SOUTH KOREA 


Games catalvst 
for Seoul 
building boom 


By Pete Yoo in Seoul 


he vear 1988 was a prosperous one for the South Korean real 

i estate market. The growth of the nation’s economy fuelled a 

| commercial construction boom in Seoul, while a trade surplus 

and government plans for development of the nation's west coast 

sparked heavy speculation in the land and apartment markets. The 
Olympic Games served as a catalyst in these developments. 

Seoul's commercial construction, which had been on the upswing 
for several years, peaked just before the Olympics, then levelled off. 
Last year’s construction along the outskirts of the city and south of the 
Han River, in Kangnam, as well as extensive inner city redevelop- 
ment, increased the city’s commercial space by some 18%, according 
to one city official. 

But the demand for commercial space outgrew the boom — and 
now outstrips supply. Highrise occupancy rates, which rose from 
70% in 1986 to 85% in 1987, now stand at 95-100%. Some of the best 
business addresses in Seoul are full and boast a waiting list of firms 
wishing to move in. “But nobody wants to move out,” says a down- 
town leasing agent. “They have no place to go.” 

This burgeoning demand is largely attributed to three factors — 
the expansion of existing firms, a sustained increase in new firms (the 
number of small and mid-sized companies soared 61.5% in 1980-86), 
and a 45.4% jump (to 2,257) in the number of foreign corporations 
which have entered South Korea in the past two years. 

At a more macroeconomic level, though, these increases simply 
mirrored the increasing strength of the South Korean economy, 
which grew 12% in 1987 and 10% last year and is showing no signs of 
slowing down. 
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awful lot of stuff that is very poor and no one would wish to own." 

Jones summed up what others told the REVIEW: “There are a lot of 
foreign buyers fishing around here right now since the [New Zea- 
land] dollar dropped. They can't find anything to buy either." 

New Zealand real estate companies are increasingly visiting or 
setting up shop in Australia and Asia to solicit buyers forcommercial, = 
residential and rural property. Most say that there have been many 
inquiries, principally from Japan, Taiwan and Hongkong — butfew 
purchases. E 

Eastside Real Estate, which has run seminarsin Hongkong, saysit — 
has sold NZ$170 million of industrial property toa Chineseclientand 
had been asked by a Japanese client to find a building of around 
NZ$100 million as the first New Zealand investment in a planned 
programme of NZ$2-3 billion in Australia and New Zealand. 

Hitchcock Realty Brokers, which has joint ventures in Tokyo, 
Taipei, Hongkong, Dubai and Sydney, said it was looking at five 
deals, each involving NZ$15-25 million. Several brokers, notably. 
Bayleys Real Estate, have brought prospective residential buyers 
here, but with mixed results. Hitchcock managing director of interna- 
tional business, Mark Weipers, told the New Zealand Herald he did not 
expect the "hysteria" thatoccurred in Australia, where Japanese have 
been big buyers. "New Zealand does not have the same attraction to 
overseas investors." But, he added, the groundwork having been. 
done, "Japanese investment in commercial real estate is beginning to E 
snowball.” P 


Despite these trends, office rents increased by only 5%, thankstoa . 
government recommendation which promised an intensive tax in- 
vestigation of owners who raised rents above this figure. Still, rents 
are not cheap. A firm fortunate enough to find a vacancy in a prime 
downtown location should be prepared to put down about Won 
423,000 (US$626.65) in security deposit and pay a monthly rent (in- 
cluding management fee) of Won 53,000 a pyong (one pyong = 3.3. 
m?). Figures for other parts of Seoul are somewhat lower. In __ 
Kangnam, security deposits and rents average about Won 220,000. 
and Won 32,000 respectively. 2 

Commercial construction is still continuing in Kangnam, as well... 
as in a number of fringe areas. But few buildings are going up in cen= —__ 
tral Seoul north of the river, where the lack of available sites and stiff — 
parking facility requirements have proved prohibitive for develop- - 
ers. Furthermore, to alleviate the ever-worsening problems of overs = 
population (the average driving speed in Seoul dropped from 23.4. 
kph in 1986 to 17.8 kph in 1987), the Ministry of Construction has __ 
begun to discourage downtown construction under a recently d 
adopted population decentralisation policy. ie 

The most spectacular price increases were seen in land, the cost. 
of which rose by 27% last year, the highest rise since 1978. This in- 
crease was driven in large part by the government's plan to spend 
Won 634.7 billion this year and Won 9.36 trillion by 2011 to fully deve- 
lop the west coast in preparation for anticipated trade with China. — 






















into a mammoth 2.1 million pyong industrial complex by 1992 
sent nearby land prices into a 150% spiral. Plans for other in 
dustrial estates in Shihwa, Asan port, and Taebul, then to connect — 
these and some 72 other west coast projects with a Won 460 billion, . 
505-km expressway running from Inchon to South Cholla'sSunchon, 
also increased land prices substantially. So has the planned 280-km 
Taegu-Chunchon expressway, which starts in July or August. i 
Land price increases in Kwangju, the heart of the so-far underde-. . 
veloped Cholla region, which is targeted for the bulk of new indus- - 
trialisation, topped the nation at 5976. 

The potential thawing of relations with North Korea also contri 
buted to the rise in the nation's land prices. Talk of trade expansion, a . 
joint North-South project to develop the picturesque Kumgang - 
mountains into a tourist site, and even a proposed “peace city” - 
straddling the demilitarised zone sent more than one optimistic - 
speculator scrambling into the northern border region. In January . 


T he government's plan to develop North Cholla's Kunsan port ^ | 





FOCUS 


1989 alone, the price of north- 
eastern forest lands rose 15.4%, 
while land prices on islands off 
the northwestern coast soared 
53-76%. 

The government's plans to 
develop the west coast, the en- 
thusiasm generated by North- 
South contacts, as well as the 
Olympics, undoubtedly were all 
major factors. But the main driv- 
ing force seems to have been the 
liquidity of the South Korean 
money market. The export- 
based Korean economy regis- 
tered a trade surplus of US$7.7 
billion in 1987 and US$11 billion last year. With the nation's stock- 
market still unable to absorb a substantial proportion of these earn- 
ings, land has become the preferred form of investment. Indeed, it is 
now estimated that South Korea's 10 largest conglomerates own 
11.976 of public land. | 

In desperate attempts to curb rising prices, the government has 
tried measures ranging from designating certain hot spots as special 
tax zones, where land sales would be subject to heavier taxation, to 
requiring state approval for land transactions, to publicising the 
names of "habitual" speculators. But the affect of these and other 
measures has been ephemeral at best. 

Some industry analysts now criticise the government for its seem- 
ingly short-sighted approach to the problem. They argue that whatis 
needed is the adoption of a “public concept of land," under which all 
real profits from land transactions would be siphoned off to fund 
public works projects, thereby stripping land speculation of its profit 
attraction. Others, however, seriously doubt the feasibility of an idea 
that so severely contradicts one of the most fundamental principles of 
capitalism: the right to private ownership of land. 


five years. Included in this figure are even higher increases in 

certain parts of thecity. Forexample, empty lots designated for 
commercial development in Kangnam doubled in price last year. 
Lots near the Trade Tower and the New Lotte World — two recently 
constructed commercial landmarks south of the Han River — now 
cost Won 10 million a pyong. However, the most expensive parcels of 
land in South Korea are still found in Myong-dong, the fashionable 
shopping district in the heart of downtown Seoul where one pyong 
of land is valued at up to Won 100 million. 

A section of the city that is the focus of growing attention is 
Yongsan, the sprawling tract of land that houses the US 8th Army 
and South Korean Army headquarters. Negotiations are under way 
to move these bases outside the city and free up nearly 1 million 
pyong of prime central city property. According to one well-placed 
source, the first phase of the relocation is scheduled to begin before 
the end of the year. Future use of this land has yet to be announced, 
but public opinion on the issue seems to favour low-cost housing or a 
public park. 

The price of apartments in Seoul rose 20.4% in the first eight 
months of 1988. Spurred by liquidity and the expectation that hous- 
ing prices would soar after the Olympics, just as they did in Tokyo 
after the 1964 games, the demand for apartments skyrocketed. The 
most sought-after area was Kangnam's 8th Educational District, 
which lured affluent South Korean parents with some of the nation's 
best high schools and apartments. 

The supply, however, increased only marginally because of the 
government's Won 1.34 million a pyong price ceiling on new apart- 
ments. [n recent years, this price ceiling, which has remained un- 
changed since the early 1980s, cut so far into developers' profit mar- 
gins that they switched to building other projects. The government 
revealed plans to construct 2 million new housing units by 1992, but 
many experts remain sceptical, especially about the plan's assump- 


I. and prices in Seoul rose 28.1% in 1988, the steepest climb in 
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tion that 1.15 million units of the 
total will be built by the private 
sector. 

Because of fears that it might 
trigger inflation, the govern- 
ment has refused to lift the ceil- 
ing. In August last year, it im- 
plemented a set of strong mea- 
sures to discourage speculation 
and curb soaring prices. Prices 
actually dropped slightly during 
the autumn, butbegan taking off 
again in late December, and are 
showing no signs of letting up. 

A top quality 50-pyong apart- 
ment in the affluent Apkujong- 
dong in the 8th Educational District now fetches about Won 300 mil- 
lion, up Won 20 million in less than two months. A spacious 80- 
pyong apartment goes for Won 600 million — about Won 100 million 
less than similarly sized lodgings in nearby Yangjae-dong. 

The most common financial arrangement for renting a house or 
apartment in Korea is the chonsei. To initiate this annual contract, the 
tenant deposits with the landlord key money equal to a substantial 
percentage of the market value of the property. The landlord earns in- 
terest on the sum, but returns the full original amount at the end of 
the contract period. 

Five or six years ago, the key money was equal to about 50% of 
market value. Since then, however, the mobility and convenience of- 
fered by the chonsei system has become increasingly popular. Today 
the key money is equal to about 60% of property values north of the 
Han River, and 8075 to the south in Kangnam. 

The chonsei system of paymentis available to foreigners, but even 
those with sufficient funds usually shy away from this arrangement 
for two reasons. First, it requires a minimum one-year commitment. 
Second, a landlord whois either unable or unwilling to return the key 
money at the end of the contract period presents a difficult problem 
for a foreigner who is being reassigned elsewhere. 

Rents in the Itaewon-Hannam-dong area and in Seungbuk-dong 
to the north, where many foreigners prefer to live, rose about 1596 in 
1988, according to local real estate agents. Moving into a top quality 
four to six bedroom house usually requires a security deposit equiva- 
lentto three months' rent, and the monthly rents themselves are usu- 
ally between US$5,000-6,500, though some luxury mansions in 
Seungbuk-dong rent for as much as US$8,500. In winter, heating 
costs may run to an additional US$500 a month. 

Those seeking a two-bedroom apartment can expect to pay about 
US$1,000-1,300, and for a small fully furnished bachelor's apartment 
about US$700-1,100. In recent years, the Bangbae-dong area in 
Kangnam has also gained popularity, with rents slightly lower than 
in Itaewon and Hannam-dong. 

The Olympics brought mixed blessings to Seoul's hotels in 1988. 
The number of foreign tourists rose 25% from 1987 to over 2.34 mil- 
lion, but the number of hotel rooms in the city rose by 24% to 15,725. 
Top-class hotels enjoyed occupancy rates of over 90% during the 
Olympics, but then experienced a significant drop-off to as low as 
50% during the winter months as four newcomers — Ramada Ren- 
aissance, New Lotte World, Swiss Grand and the Intercontinental 
— joined the competition for well-heeled travellers. 

The average occupancy rate for the six established five-star hotels 
— Chosun, Lotte, Seoul Plaza, Hilton, Hyatt and the Shilla — drop- 
ped from 82.9% in 1987 to 79.8% in 1988 and a senior hotelier pre- 
dicted fierce competition ahead. 

This year should be an interesting one for the Korean real estate 
market. Current rises in land and housing prices, as well as the de- 
mand for commercial space, are showing no signs of letting up. Some 
analysts are predicting that when the Korean currency reaches the 
Won 600=US$1 mark towards the end of this year, many of the 
smaller export-dependent firms will go under and office occupancy 
could dip below 9095. = 
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Finally, out 


of the 
doldrums 


By Michael Vatikiotis in Jakarta 


fter almost four years of stagnation, Jakarta's office market is 

looking up. Rents which had reached a record low of US$6.50- 

12 in 1988, began to pick up again after July, with concessions 
on rent-free periods and fit out costs on the decline. Since December 
1988, rents have increased 25%, while occupancy has reached a startl- 
ing 98%. 

Current rental rates range from US$14-20 m? for prime office 
space. “Some developers are deliber- 
ately pushing up rents in order to en- 
courage investment in major city de- 
velopments," said one property con- 
sultant. Henry Ongo, owner of the 
Landmark centre leased by Citibank 
is charging among the highest rents at 
present in a bid to finance the con- 
struction of the second tower origi- 
nally planned for the site. It was aban- 
doned after demand and therefore 
rents for space in the area began to 
fall. 

One reason for this upturn, prop- 
erty consultants in Jakarta say, is the 
decline in supply. The glut of supply 
on the market generated by the office 
boom of the mid-1980s has resulted in 
minimal building activity of commercial development in the past two 

years. 
i In 1983-85 supply climbed to a peak of 240,000 m2. In 1987 supply 
plummeted to 26,000 m2. Developers have adopted a "wait and see" 
attitude and few new office buildings are even in the planning 
stage. 

TONER pre-committed projects due to come on stream in the 
early 1990s will add an estimated 60,000 m to availability — which 
will almost certainly exert downward pressure on rents again. There 
are said to be possible developments that could add more than 
200,000 nv to available prime of- 
fice space by the early 1990s. 
Even so, conservative estimates 
project a 576 growth rate for rent 
in the next decade. Analysts pre- 
dict, however, that the see-saw 
pattern of high and low periods 
will continue. 

Meanwhile, the estimated 
47,000 nv of new space available 
in 1989 could well be absorbed 
by what some expect to be a con- 
siderable influx of new invest- 
ors. With 1988 showing almost 
triple the volume of new invest- 
ment over the previous year, 
property developers are banking 
on a higher rate of take-up on 
available capacity. 
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Ever since the end of the oil boom in 1986, property developers - 
have bemoaned the loss of lucrative rents from the oil sector. With the - 
new emphasis on non-oil exports — and a startling rate of growth in - 
this area, as one consultant put it, "there is now more emphasis on. 
trading." : 

New buildings, or at least large rented areas in existing buildings - 
are also likely to be sought after by a clutch of foreign banks expected - 
to come to Jakarta as a result of the November 1988 banking deregula- . 
tion. 

On the building side, there has been a rush to secure prime deve- 
lopment sites with a consequent increase in land values. Land prices : 
in the prime office area of Kuningan have shot up from Rps 500,000 - 
(US$287.35) m? to Rps 900,000 in the past few months, with much of <; 
this increase related to rising interest in the area and the uptum in > 
rents and occupancy. p 

Despite encouraging signs of a pick up in the Jakarta office market, 
foreign property consultants are wary of the future. Demand remains — 
limited and construction costs are high. The investment marketis still- 
in its infancy, with the high proportion of owner occupancy is result- 
ing in very few buildings being traded. : 

Meanwhile, the rapid development of retail space continues. 
apace. Five major retail centres are under construction and a further. 
five are in the advanced planning ~ 
stage. The Plaza Indonesia, Blok M 
plaza and other major projects are €x- d 
pected to be finished by the end of 
1989 or early 1990, adding an esti- . 
mated 80,000 m? to the city’s available = 
retail space. us 

The developers have already sec- 
ured an 85% commitment on take up = 
and expect this to top 90% by the end 
of this year. Rents are averaging .. 
US$35-40 m? a month — though for. 
some prime space, Plaza Indonesia 
has secured a record US$100 m. ee 

The Japanese department store, — 
Sogo, has leased 12,000 m? for a de=. 
partment store and supermarket in: 
the new complex. A second foreign - 
chain is currently negotiating for space with the owners of Plaza In-* 
donesia. T 

Consultants Jones Lang Wootton say that Jakarta is beginning to 
attract foreign department stores and supermarket chains, particu- 
larly the Japanese. But they sound a note of caution because the tre- EC 
mendous increase in the supply of retail space in the next two yearsis — 
likely to exert a downward pressure on rent. A 

The past two years have seen a number of residential apartment . . 
blocks go up in Jakarta, but as yet they have not proved successful. 
"The apartment market has yet to ignite," said one property consul- 
tant. Others are optimistic that 
the city's increasing traffic prob- 
lems and company policies re- 
garding accommodation will : 
eventually favour more secure, | 
centrally located apartments in- 
stead of houses. Ux. 

1988 also saw a number of. 
ageing hotels in Jakarta undergo. 
costly refurbishment. The Hotel 
Indonesia is spending US$20 
million on its scheme, while the 
Sahid Jaya is adding another 200 
rooms and a function hall to its 
prime mid-town site. All expect 
stiffer competition in 1991 when 
the Grand Hyatt, Regency and 
Meridien hotels are scheduled to 
be opened. s 
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SINGAPORE 


Trying to 
keep u 


with demand 


By Ellen Salem 
\ year ago, some property analysts were questioning the ability 


of Singapore's property sector to sustain the momentum of 

growth evident at the beginning of the year through to year- 
end. This year, analysts are predicting that demand could outpace 
supply — particularly in the hotel sector — at some yet unspecified 
point in the not so distant future. 

For the interim, however, prospects for continued growth in the 
property sector are favourable and should build on the gains re- 
corded in 1988. Singapore's GDP grew by 11% in 1988 compared to 
8.8% in 1987. The government projects a 6-7% growth for the econ- 
omy this year. The construction sector declined by 5% in 1988, com- 
pared to the steeper drop of 1096 in 1987. This slowing down of the 
rate of decline reflects the resurgence of private sector demand. Ac- 
cording to the 1988 Economic Survey of Singapore, private investmentin 
building projects turned around sharply in 1988. From an average de- 
cline of 24% between 1985-87, it grew by 23% in 1988. 

"For the first time since 1983 private investment in both residential 
and non-residential buildings rose concurrently," reports the survey. 
"This reflected growing optimism among private developers." Con- 
versely, public sector investment last year fell by 27%, more than 
twice the rate of decline in 1987. This was attributed primarily to the 
continuing scaling down of public sector building projects, including 
the fact that the Mass Rapid Transit (MRT) system is near completion. 

But land values have been enhanced by infrastructural develop- 
ment projects including the MRT and the development on the banks 
of the Singapore River. While the 11% growth in GDPin 1988 over 1987 
has brought with it a surge in demand for commercial space, the con- 
tinued slowdown in the construction sector has addressed the prob- 
lem of oversupply in the market and contributed to the rise in prices 
of quality office space and in prime shopping areas. 

Future plans to conserve historical and cultural buildings in some 
parts of Chinatown, North Bridge Road/Jalan Sultan, Serangoon 
Road and the Boat Quay as well as the continuation of the redevelop- 
ment of the banks of the Singapore River will, in the longer term, re- 
duce the supply of land available for development, and provided that 
a moderate rate of growth is sustained, land and property values 
could appreciate considerably over the next several years. 

The hotel sector continued its recovery from the doldrums of the 
1985-86 recession. Average occupancy rates reached almost 8096. The 
number of visitor arrivals hit 4 million and should the Singapore 
Tourist Promotion Board's (STPB) prediction of an 8% annual increase 
in visitors be borne out, there will be a shortage of rooms in the early 
1990s. The projection is based on the current supply of about 24,650 
rooms excluding those in hotels with fewer than 50 rooms and the ex- 
pected annual growth of about 8%. Given the three-year lead time for 
the completion of a hotel, Singapore will not see any significant in- 
crease in rooms from 1990 to 1992 with the possible exception of ex- 
tensions to the Orchard hotel (350 rooms) and the Hilton Hotel (250 
rooms). 

The chairman of the srrB, Lim Chin Beng, who is also deputy 
chairman of Singapore International Airlines (SIA) has asked hoteliers 
to build 3,000 rooms by 1991. But many hoteliers feel that the STPB's 
projections are overly optimistic. Should the industry fail to respond, 
there is a possibility that SIA might build hotels. 
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In contrast to the hotel sector, where demand could outpace sup- 
ply in the early 1990s, the projected supply of future office space could 
slow down the current upward pressure on rents when major new 
developments now being planned come on stream. In 1988, average 
monthly rents for prime grade A office space in the Central Business 
District ranged from S$51.70-64.60 (US$26.85-33.55) m2. According to 
Jones Lang Wootton, average rents will rise in 1989 by 10-1596 be- 
cause of the tight supply situation. This is particularly severe in Raf- 
fles Place, where occupancy rates range from 95-100% for most Grade 
A buildings. The current average overall occupancy rate for the 
whole island is approximately 95%, with an estimated vacant stock of 
113,000 m2. 

After falling off in the wake of the stockmarket crash in October 
1987, capital values firmed up again in 1988. Capital values for both 
Grade A and B office space rose by about 20% and 18% respectively. 
Current initial yields net of property tax are unchanged from the pre- 
vious year at about 3.5% for Grade A and 4% for Grade B. 

Growth in the retail sector parallelled that of the office sector as a 
result of higher consumer and tourist spending. Rents have risen 
sharply in the first class shopping centres along the Orchard Road 
corridor where shops specialising in high priced designer items have 
benefited from the upsurge in high-spending Japanese tourists. 
Prime, first storey retail space in established centres has been renting 
for S$323-430 m? monthly, with rents as high as $$645 m? monthly in 
some instances. 

The industrial sector has been a beneficiary of Singapore's 
buoyant growth in the past year. As a result, occupancy rates for pri- 
vate industrial and warehousing sectors have been in excess of 95%. 
Atthe same time, demand for public sector flatted factories increased. 
At the end of the fiscal year (March 1988) more than 192,000 m? of flat- 
ted factory space was allocated to manufacturers by the Jurong Town- 
ship Corp. — a 5% increase over the same period in 1987 — and occu- 
pancy rates rose to 92%. Occupancy rates for public warehousing 
complexes of the Port of Singapore Authority were about 90%. 


floors and 30% for first-storey premises. Rents in the public 

sector have not changed since 1985. No major change in the 
capital values for industrial space has occurred since the first quarter 
of 1988. The current average price for typical upper floor freehold flat- 
ted factory space ranges from S$1,346-1,614 m2. 

Demographic as well as economic factors should continue to push 
residential prices higher. The next five years will see the greatest 
number of potential home buyers in Singapore’s history due to the 
population bulge in the 25-29 age group. Additionally, Smith New 
Court Far East remarks, private property is now more affordable than 
at any time in the past 10 years. Thisisa result of the government's de- 
cision to let the funds accumulated in an individual's compulsory sav- 
ings plan, the Central Provident Fund (CPF) be used for private prop- 
erty purchases. 


Rental values — prime shopping centres 


Orchard Road corridor — first storey 
Average S$/M" per month gross 
500 


() verall, average gross rents increased by almost 15% for upper 
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In 1988, the government approved an increase in the use of CPF 
funds from 80% to 100% of the valuation of the property. Addition- 
ally, interest rates on housing loans were at a 20-year low at end-1988. 
The average prime rate of 5.5% in 1988 gave rise to a number of home 
financing schemes which lowered the cost of financing a home to one 
or two points below prime. Additionally,the percentage of potential 
private housing owners (those earning above $$1,500 a month) has 
risen from 8.5% of the workforce in 1982 to 15.6% in 1987. 

Thus, the renewed interest in the residential property market that 
was apparent in the second quarter of 1988 is expected to continue in 
1989 provided that economic growth remains strong and attractive 
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Traders hit by 


overnment 


uy-up policy 


By Lincoln Kaye in Bombay 


roperty prices in all categories plunged by 15-20% in Bombay 
p: the past year. Other key metropolitan areas — New 


Delhi, Madras, Calcutta and Bangalore — followed suit. Only 
the ritziest de luxe districts remained immune from the erosion. On 
the other hand, prices in some suburban areas and a few provincial 
cities appreciated. 

The proximate cause of these vagaries was a ruling allowing the 
government to summarily acquire any upscale property thatis putup 
for sale at its stated price. The object of this measure was to eliminate 
the invisible component of real estate transactions that used to be de- 
nominated in "black money" (illegally hoarded cash). New transac- 
tion taxes of up to 10% have also been loaded on to upmarket real es- 
tate deals. 

The summary acquisition policy, which is limited to properties 
worth Rs 1 million (US$65,575) or more in the five cities, has proven 
successful in achieving its limited goal. But, in the process, it has dried 
up liquidity in the top tier of the market, and driven property traders 
into outlying locations where they can pursue their black business as 
usual. 

It has also led to a spate of new construction, since it is easier to es- 
cape the taxman's notice by fiddling with the evaluation of previously 
unlisted property. A favourite practice of some builders, reportedly, 
is to sell the same tenant two or more adjacent but separate flats, each 
valued at less than the new policy's threshold level. The purchaser 
can easily consolidate the flats into a single large unit. 

The tilt in favour of the primary, vs secondary, real estate mar- 
ket means greater aggregate supply in the two combined categories 
— another factor driving down prices. Add to that the expansion of 
industry and municipal services to previously out-of-the-way sub- 
urban areas, which draws demand away from downtown property 
markets. 

New Bombay, across the harbour from the old city, has suddenly 
stopped being a joke for property speculators now that rail lines and 
road bridges are nearing completion. A hydrofoil commuter service is 
even mooted linking the satellite city to Bombay. Nearby, the new 
Nava Sheva container port and a variety of freshly opened factories 
have also given development a shot in the arm. 

As a result, New Bombay and its surrounding towns (Panvel, 
Thane, Vashi and even Kalyan) have started sprouting smart restau- 
rants and boutiques, English-language schools and creek-side bun- 
galows for executives. Raw land there now sells for as much as Rs 800 
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home financing schemes are available. Last year, the average sale 
price of apartments and condominium units in up-market develop- 
ments ranged from $$3,014-3,767 m2. 

Leasing activity remained strong as well. Larger four-bedroom 
top quality apartments commanded rents of S$5-8,000 a month while 
rents for smaller, three-bedroom apartments were S$3-4,000 a 
month. 

Continued strong interest in the purchase of landed properties, 
primarily terrace and semi-detached houses in locations including 
the East Coast and Districts 15 and 16 pushed land values to more 
than S$862 m2. * 


? — double its price just 18 months ago, though stilla farcry from the 
Rs 2,500 quoted for posh Malabar Hill in south Bombay. 

The disparity is going to narrow over the next decade, according 
to property market analyst K. G. Krishnamurthy of the Housing De- 
velopment Finance Corp. A similar situation prevails in the parts of 
Haryana and Uttar Pradesh states closest to New Delhi. Property 
prices in these places are still denominated as much as 50% in black 
money, according to market sources, compared with full cheque pay- 
ment for downtown sales. 

Real estate hustlers still hope to ride out the summary acquisition 
policy. So far, the government has been hard-pressed to auction off 
many of the properties it has acquired. Industry sources ascribe this 
to two related causes: a solidarity among market players to subvert 
disclosure of true property prices, and a reluctance to publicly reveal 
large cash holdings. 

Even so, five of the top builders in Bombay attracted raids by rev- 
enue officials in 1988. This was more a revenue raising exercise by 
bureaucratic grafters, according to inside sources, than a serious new 
policy initiative. The raids churned up only a few hundred thousand 
rupees worth of tax evasion charges, yet at least one of the builders is 
widely rumoured to have paid officials as much as Rs 40 million in 
bribes. 

With black money-financed speculators turning their attention 
elsewhere, the property market was left to customers genuinely in- 
terested in housing and commercial space for their own use. In such a 
buyers' market, builders had no choice but to intensify competition 
on some construction parameters, according to real estate broker 
Rajesh Mehta of Sashi Mehta Enterprises. 

Design remained as gimcrack as ever, Krishnamurthy adds, but 
materials used were of a somewhat better grade. One factor fuelling 
this new-found commitment to quality was the increased availability 
of housing finance. Anumber of government-run commercial banks, 
as well as the Life Insurance Corp. of India, unveiled fresh schemes 
that put more cash than ever in the hands of home buyers. Builders 
themselves have started to finance their customers on instalment 
schemes. 

If the trend continues, Krishnamurthy predicts, India could go in 
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Government flats, Madras: prefabrication prediction. 
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<> for prefabricated construction. The reluctance to do so earlier was due 
~~ not just to the comparatively low local labour costs, but also to the 
-- need to stretch out construction times so as to allow buyers to stump 
up the needed finance. 

.. . Additional buying power in the hands of housing consumers has 
.. not translated into inflation in the sector, as might be expected, in part 
... due to imminent regulatory changes that could drastically alter the 
balance of supply and demand. Rumours persist that the govern- 
.. ment is about to scrap the Urban Land Ceiling (ULC) act that has ef- 
- fectively frozen the real estate bank for the past decade. Bankrupt tex- 
~~ tile mills in Bombay's industrial heartland might also be allowed to 
> Sell off their vast unproductive land holdings. | 
^ Tronically, both of these policies were originally introduced in the 
. name of protecting the weaker sections of society. The ULC gave gov- 
. ernment the right to break up concentrations of land over certain 
¿limits and acquire the excess holdings for conversion into low-cost 
<- housing. The freeze on textile mills’ land sales was designed to pre- 
-— vent mill-owners from quitting Bombay, leaving a trail of joblessness 
t in their wake. 

_ Both policies have failed so abysmally, however, that politicians 
= now calculate that they can garner more votes by abandoning their 
¿< own populist posturings of yesteryear. 

.. Precious little land has been acquired — much less developed — 
. under the ULC. All it has produced is a snarl of backlogged court 
. cases, artificial land scarcity and windfall profits for those developers 
. rich enough to bribe their way out of its strictures. As for the textile 
. mills, ballasting them with unproductive real estate has hardly pre- 
.. vented them from going broke and cashiering workers. 


ee roperty developers — traditionally a rich source of discreet 
x P election campaign finance — are reluctant to see these laws 
3 change. On the other hand, some ruling party politicians are 
.; convinced that voters willbe appeased by the repeal of legislation that 
© has kept decent housing so long beyond the reach of common 
-= people. 
^. Mehta sums up the industry's stance on the ULC: "Why not auc- 
tion off at market prices the lands acquired in premium areas of south 
<. Bombay? Then the government could use the revenues to develop 
low-cost housing elsewhere in the city." | 
Another piece of legislation up for review is the notorious Rent 

Control Act (RCA) that invests tenants with virtual ownership rights 
-as long as they continue paying peppercorn rents at rates prevailing 
-as early as the 1940s. The effect of this policy has been to virtually 
: freeze the rental market for housing and office space, since owners 
< find it too risky to let their properties. 
It is not that the law totally denies the rights of owners, but it pro- 
. vides for such a convoluted maze of appeals through India's 
= hopelessly backlogged courts, that tenants have been able to hang on 
< and evade eviction for decades. 
~~ In 1988, new, specially designated "leave and license" courts 
.. were set up expressly to handle disputes under the RCA. In princi- 
.' ple, at least, these should shorten eviction procedures down to as lit- 
. te as six months. Property industry sources say it is still too early to 
«tell how effective the new courts will be. If they work, they could 
-dramatically ease the rental market for all sorts of residential and com- 
< -mercial property. | 
5^. That, paradoxically, could cancel out a benefit long enjoyed by ex- 
<- patriates and multinational companies. Since they enjoy no rights 
- under the RCA, they have traditionally been far more welcome as 
_. tenants than Indian firms and individuals. 
. In the hotel sector, Bombay’s chronic shortage of international 
- calibre rooms persisted, despite the addition of a new 300-room wing 
< by the Oberoi. The Taj group gave Calcutta its second five-star hotel, 
_. to the relief of business travellers there. But five-star hotels were not 
_ the main focus of most chains. Rather they unveiled plans to open up 
new facilities in the two-to-three star range, aimed at Indian tourists, 
< budget international vacationers and entrepreneurial business 
^ travellers. Such inns should be proliferating in a couple of years, if 
_ plans go through. a 
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Immigrants 
cause price 
controversy 


By Ashley Ford in Vancouver 


being blamed for driving up Canadian property values to re- 

cord heights and public calls for government intervention in 
the market place are inceasing. But despite the growing concern, au- 
thorities have given no indication they are prepared to erect barriers 
stopping the foreign purchase of Canadian property. 

The growing infusion of Asian capital — mainly from Hongkong, 
Taiwan and Singapore — into Canada over the past five years has un- 
deniably impacted on property values, with prices in some key areas 
of Vancouver and Toronto shooting up by over 100% in year. The in- 
creases have sparked local anger and brought calls for immigration 
curbs, taxation measures against "absentee landlords and owners" 
and stiff financial penalties for property speculators or "flippers" as 
they are known here. 

Kerrisdale, a fashionable and established Vancouver district once 
dominated by Wasps (White Anglo-Saxon Protestants), and now a 
favourite haven for Asian investment, has called for a complete ban 
on property sales to foreign interests. There is little hard evidence to 
suggest Asians are totally responsible for the wild market swings, but 
Hongkong investors have been singled out as the main target. 

British Columbia's robust economy is attracting thousands of mig- 
rants from within Canada, far outstripping immigration from 
offshore. While some muted racism is behind the protest, govern- 
ment officials and politicians are strenuously trying to avoid any link 
between racism and genuine concern. 

Canada isextremely sensitive about its "racist" past when it comes 
to Asians, and does not want to be reminded of past injustices to- 
wards Asians such as the "head tax" it imposed on Chinese immi- 
grants before World War II. That sensitivity has already drawn out 
British Columbia's Lieutenant Governor, David Lam, the Queen's 
representative in the province. 

A former Hongkong immigrant who made a fortune in the prop- 
erty business, Lam broke with protocol to issue a statement calling on 
immigrants to adapt to Canada and become Canadians first. He also 
called on Canadians to become more tolerant and dismissed sugges- 
tions that those showing concern are being racist. “The old British 
Columbia has passed, the new era is upon us. We are not only an 
Asia-Pacific country, we are an international country. We will have to 
overcome the difficulties,” he said. 

Vancouver and Tornoto are the major recipients of Asian invest- 
ment. Over the past three years it is estimated that Hongkong invest- 
ors alone have pushed more than C$6 billion (US$5.04 billion) into 
Canadian property. It is estimated that C$500 million is being invest- 
ed in Vancouver property annually by Hongkong interests, with 
another C$1.5 million flowing daily into Toronto. 

In February in Vancouver the average price of a home rose toa 
record C$238,143 from C$161,600 a year ago. Property industry 
sources see no end to the price spiral despite increasing interest 
rates. They also point out that by international standards Canadian 
property is undervalued. 

Andrea Eng, of Colliers Macaulay Nicolls, a Canadian interna- 
tional property company, specialises in dealing with Asian investors. 
She says Canada has gone out of its way to court Asian investment 
and the strategy is paying off. She is convinced that the backlash will 


sian immigrants and investors, mainly from Hongkong, are 
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be short-lived and the benefits of such investment will soon become 
apparent. She predicts that it will quickly spread into other areas such 
as manufacturing to take advantage of the free-trade agreement be- 
tween Canada and the US. 

A major reason for Canada's popularity is its comparatively easy 
immigration laws and its cheap property. Asians accounted for two 
thirds of the 17,000 immigrants who came to British Columbia in the 
first nine months of last year. A third of those came from Hongkong. 

Despite huge increases in values, Frank Clayton, a property ana- 
lystin Toronto, says house prices still have not reached the levels they 
did in 1981 at the peak of Canada’s last housing boom. “When infla- 





Higher prices 
and competition 
in store 


By A Correspondent in Manila 

ne manifestation of the Philippine economy's strong advance 
() in 1988 was the continued rise of the property sector. After an 
anxious pause in the third quarter, the three-year-old building 
boom resumed towards the end of the year following the entry of a 
new wave of investment in the industry. 

Steady demand for commercial and executive-residential space 
pushed up sales prices and rents, particularly in those areas in which 
a tightening of supply was detected. Rents for office space in Metro- 
Manila's Makati financial district have approached P150 (US$7.06) a 
m?, compared with P100-125 the previous year and P80-90 in 1986 
when the current economic advance began. A steady increase in the 
number of new businesses being established should engender fur- 
ther upward pressure on office rents. 

Rents for expatriate housing are now in the range of P30-60,000 a 
month for a large three- or four-bedroom house. In the plush Forbes 
Park or Dasmarinas Village, near Makati's Ayala Avenue — regarded 
as the country’s equivalent of Wall Street — rents can reach P100,000 
amonth. Condominium units suitable for executives are being let for 
about P20-25,000 a month, with those nearest Ayala Avenue tending 
tobeon the high side. Selling prices for units are in the region of P18- 
25,000 a m2. Foreigners are not allowed to own land here. 


16 MARCH 1989 


S3WIL TVIONYNIJ 


FAR EASTERN ECONOMIC REVIEW 


tion is taken into account there is a great deal of catching up still to do, 
and prices in Vancouver for example still lag 24 percentage points be- 
hind 1981 levels," he said. 

Such statistics have done little to calm the worries of Vancouver re- 
sidents who fear they will be swamped in an Asian tide and frozen 
out of the market. 

Thereis no doubt Hongkong money does speak loudly and home 
builders now construct huge houses, all in accordance with the laws 
of "fung shui" (geomancy), just for Hongkong buyers. 

The federal government, however, shows no inclination to with- 
draw the foreign investment welcome mat and recently brought its 
top diplomat in Hongkong home to get that message across. 

Anne Marie Doyle, the Commissioner for Canada in Hongkong, 
strongly defended Asian investment and in particular Hongkong in- 
vestment. Using a Vancouver meeting of the Hongkong-Canada 
Business Association and the World Trade Centre as a forum, Doyle 
said it is "categorically untrue" that Canada is considering immigra- 
tion curbs. 

"The federal government is aware there is some sensitivity here 
and in Toronto. But Canada is part of the world and we can't cut our- 
selves off from it. There seems to be some mistaken belief that all the 
Hongkong investment that is coming here is going into real estate." 

That is simply not true, said Doyle, pointing to the fact that 10% of 
the daily investment on the Vancouver Stock Exchange comes from 
Hongkong. 

Hongkong interests also own a major chunk of the Vancouver 
and Toronoto hotel industry, and are also prominent owners of other 
commercial property including office towers and industrial sites. 

The Canadian business community strongly backs foreign invest- 
ment and immigration, and says that Canada simply cannot prosper 
without continued inflows of investment and people. * 


However, the speculative element of a substantial chunk of more 
recent investments could have lifted selling and rental rates to un- 
comfortable levels in some areas. Speculative money was trapped in 
some commercial and residential projects when rates hit a plateau in 
August and September. 

Luckily for the industry, a new wave of investments rekindled ac- 
tivity near the end of the year. Some of these new investments repre- 
sent from Filipino businessmen's overseas activities. Among the 
more prominent business groups leading this new flurry of construc- 
tion activity are those of Taiwan-based Tan Yu, retail magnate Henry 
Sy and the widely diversified group of John Gokongwei. 

Many of these new projects are either high-rise residential-cum- 
commercial structures or big shopping complexes. They are rising in 
many parts of Metro-Manila, such as Binondo district in the City of 
Manila, which is where many local businessmen of Chinese descent 
are based. Because of this group's high liquidity, rates in Binondo are 
now said to be the highest in the country. The selling price for unde- 
veloped land in the area is now in the region of P30,000 a m2. 

The speculative rush into shopping complexes is not confined to 
Metro-Manila. In the northern Luzon city of Baguio, Sy has started 
work on a Shoemart shopping mall, part of his already successful 
chain in Manila. Cebu, in thecentral Visayas, is also seeing hectic con- 
struction activity by Sy and the local Gokongwei and the Gaisano 
family. And in Mindanao, Gaisano already has the biggest shopping 
centre in Davao City. Other, smaller establishments there face even 
tougher competition from projects planned by Sy and Gokong- 
wei. 

Increasing numbers of tourists have not escaped attention. 
Among the most aggressive investors in local hotel construction is the 
Hongkong-based Kuok group, which in 1988 received a boost from 
the Philippine Board of Investments' ruling allowing foreign groups 
to increase their stakes in local hotel ventures. The Kuok group is 
planning to invest some US$158 million in two hotel projects, one in 
Makati on Ayala Avenue and the otheras part of the Philrealty project 
near the Asian Development Bank headquarters in Mandalu- 
yong. a 
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Burgeoning mortuary market spurs competition 


A nation’s dying indusü / 








By William Wetherall in Tokyo 








efore he died last year, Ito Shigeki, 
Japan’s public prosecutor-general, 
wrote a collection of deathbed es- 
says entitled When People Die They 
Become Garbage. Indeed, an increasing 
number of deaths is confronting Japan with 
an unprecedented waste disposal problem. 

For many decades, Japan’s death indus- 
try has been dying. It has started to grow 
again, though, and soon it should be heal- 
thier than ever. By 2035, about 1.8 million 
people will die each year — more than dou- 
ble the number of bodies that need post-mor- 
tem care today. 

Between 1920 and 1975, the number of 
deaths each year — hence the number of 
bodies needing funerals and burials — fell by 
half from 1.4 million to 700,000, while the 
population doubled from 56 to 111 million. 
This four-fold decrease in Japan’s death 
rate in just 55 years was the result of a 
rapid introduction of scientific medicine, 
and of nationwide improvements in public 
sanitation. 
| Japan now boasts one of the world's low- 

est infant mortality rates and the longest life 
expectancies for both sexes, but also one of 
the lowest fertility rates. Together these 
trends give Japan the world's most rapidly 
ageing population, with increasingly fewer 
younger people to support the elderly. 

But the drop in the death rate is only an 
anomaly of the medical revolution, and the 
resulting longer lease on life for more people 
merely delays their death. The proportion of 
people aged 65 and older is now expected to 
reach 23.6% of the population 
in 2020, quadruple the 1950 and 
double the 1985 proportions. 
But the millions of people who 
have swelled the ranks of the 
elderly will eventually die. 
As death catches up with them, 
Japan will also have one of 
the world's highest death 
rates. 

Such demographics guaran- 
tee that dying and death will be 
growth businesses. But aboom- 
ing mortuary market also 
means more headaches for 
bureaucrats who endeavour to 
keep the dying industry at 
least as orderly as the sex indus- 





Some funeral businesses are 


trying to capture customers early by branch- 
ing into the "silver service" market and help- 
ing older people enjoy their final years. One 
funeral parlour even sponsors gate-ball tour- 
naments, the venue of geriatric rivalry and 
romance. 

Department stores and other mass mer- 
chandisers have been trying to enter the mar- 
ket by streamlining the mortuary service 
"distribution" system. Funeral parlours, 
though, still have anadvantagein the market 
place. For example, a national association 
representing about one-third of all funeral 
parlours, most of which are family-operated 
businesses, has gained the support of the 
Ministry of International Trade and Industry 
in the form of tax breaks and protective legis- 
lation. 

The short-term funeral sector covers ini- 
tial mourning and burial. Centring on the 
hospital, home, funeral hall and cre- 
matorium, it lasts only a few days but in- 
volves many people in intense rituals. The 
memorial sector provides long-term care for 
the relics and mortuary tablets of the de- 
ceased, who are worshipped at cemeteries 
and home altars by fewer people and with 
less ritual until they are simply forgotten, 
their tombs abandoned, and the gravesites 
recycled. 

In villages and small towns where ex- 
tended families were tightly knit into highly 
self-sufficient communities, funerals and 
burials were traditionally conducted by resi- 
dent associations. Anyone who had neigh- 
bours was assured of being cared for after 
death. Each community had its own funeral 
facilities and burial grounds, and a supply of 
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elders who knew exactly what to do. Child- 
ren witnessed numerous deaths, and 
by the time they were adults they were 
familiar with funerals. They had no 
need for illustrated "how to" funeral 
books and mortuary service directories. 

However, the rapid move to the cities, the 
break-up of the extended family and social 
mobility have changed all this. Younger 
people are exposed to fewer deaths and 
funerals. Direct knowledge of dying and 
mourning is no longer part of conventional 
wisdom. More people have to rely on busi- 
nesses which offer packaged funerals for fees 
that can ruin the small, isolated and unpre- 
pared urban family. 

Many people buy life insurance as a 
hedge against funeral costs. Others buy fun- 
eral insurance or join mutual assistance 
groups that provide low-cost funerals. 
Some, like the elderly couple who left 
*¥ 600,000 (US$5,000) in a bag near the cross- 
ing where they jumped in front of a train, 
save enough money for their funeral before 
they die. 


he money in the bag was for the 

couple's funeral. But this amount 

would barely cover the cost of an 

average funeral forone person, and 
it would notinclude the grave, tombstone, or 
family altar. And many families are paying 
several times this amount for the conveni- 
ence of having a funeral parlour take care of 
everything from filing the death certificate to 
sending return gifts to mourners. 

Some municipalities and private coopera- 
tives are providing free or low-cost funerals 
through communally owned 
facilities. In principle, no one 
needs money to die, since wel- 
fare laws mandate mayors to 
bury the indigent, and uniden- 
tified, bodies at public cost. Like 
marriages and other rites of 
passage, though, funerals give 
families a chance to display their 
status. And there is no shortage 
of people who believe that the 
more elaborate the funeral, 
gravesite, crypt and home altar, 
the greater their own fortune in 
both this world and the next. 

Speculation has inflated the 
price of land in corporate-rich, 
consumer-poor Japan to the 
point where most people can no 
longer afford to buy a home of 
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their own. Cemetery developers figure that, 
as more people abandon their dreams of 
owning a nice house in this world, they will 
be investing their savings in an afterlife man- 
sion in a "spirit garden" beside a rice paddy. 

For families living in congested cities the 
most popular cemeteries are within a two- 
hour commute and usually it costs about 
Y 1.6 million to buy 4 nv of land for a family 
grave. The average crypt and tombstone, 
probably made with rock imported from 
Africa, South Korea, India or China, will 
likely cost more than the plot, which stays 
in the family as long as someone pays the 
annual managerial fee. 


Practitioners of Buddhism, which serves 
the eschatological needs of most Japanese 
and thus becomes more important as one 
gets older, will pay another ¥500,000 for a 
home altar and the candle holders, incense 
burners, offering stands, and other 
paraphernalia that go with it. 

The altar protects the family's mortuary 
tablets, which bear the deceased's posthum- 
ous name as determined by a temple that 
typically receives tens of thousands of yen 
for this service. Temples are also paid com- 
missions by the funeral parlours, cemeteries, 
and stonemasons to which, as agents, they 
send customers. 
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History of funeral practices intertwined with religion 





remation has been a bone of conten- 
C tion in the Christian world since 

Roman times. In Japan, too, the fun- 
eral pyre has long inspired religious and poli- 
tical conflict. Japan's monarchs have not es- 
caped the debate, and the history of their 
funeral rites illustrates how the monarchy 
has been both an agent of social change and a 
tool of conservatism. 

Buddhism, which favours cremation, ar- 
rived in Japan in the 6th century. Cremation 
began to replace burial by the 7th century, 
and it was adopted for use in the funerals of 
progressive monarchs at the start of the 8th 
century. Since then, Shinto purists have 
mounted two anti-cremation campaigns, 
both at peaks of xenophobia in the 17th and 
19th centuries. 

It was during the 8th century, when 
Japan's most influential rulers were women, 
that Buddhism came to replace Shinto as the 
religion of the rulers. The first sovereign to be 
cremated was Empress Jito, who reigned 
from 686 to 697 and died in January 703. Con- 
temporary records state that when Jito was 
cremated the following year her ashes were 
placed in the tomb of her husband, Emperor 
Tenmu, who had died in 686. The delay may 
have been caused by a dispute over burial 
methods. 

When the Tenmu-Jito mausoleum was 
pillaged in 1235, a silver urn whichis thought 
to have contained Jito's relics was found on a 
road where the looters had thrown it away. 
The urn is surmised to have been in a 
gilt bronze bowl which had been placed 
at the end of Tenmu's dry-acquer cof- 
fin. 

Japan's monarchs continued to be cre- 
mated until the death of Emperor Gokomyo 
in 1654. Shinto nationalists disliked crema- 
tion, not only because it was an alien prac- 
tice, but because they shared the Con- 
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Rites of passage 





A popular, modern-day 
shrine for the ashes. 


fucianist belief that disfiguring the body is 
cruel. Although the imperial family was per- 
suaded to end its 1,000-year practice of cre- 
mation in favour of interment, all cremation 
rites except the actual lighting of the pyre 
continued down to the funeral of Emperor 
Ninko in 1846. 

In the middle of the 19th century, Japan 
faced the possibility of colonialisation if the 
politically divided nation failed to unify. The 
civil warring was resolved in favour of Shinto 
royalists who restored nominal power to the 
emperor and tried to nationalise as many 
Shinto traditions as possible. 

The 1867 funeral of Emperor Komei, 
Ninko's son and Emperor Meiji's father, pro- 
vided Japan's new leaders with an opportun- 
ity to purge all traces of Buddhism from im- 
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Japan's average middle-class family can 
easily spend one year's before-tax income — 
¥5 million — for the privilege of being buried 
and remembered after death. The Japanese 
Government allocated 2,000 times this 
amount — ¥10 billion — for the funeral of 
the late Emperor Hirohito. 

A quarter of this — or 10 times the im- 
mediate imperial family’s annual tax- 
free stipend of Y250 million — is for 
the mausoleum, now being built in the 
Musashi Imperial Cemetery near Tokyo. 
The tomb requires 730 m? of land, and 
2,500 m? are needed for the surrounding 
grounds. E] 


perial funerals and return to the practice of 
interring the coffin in large mounds or tumuli 
(though these were smaller than the 
tumuli built before Buddhism reached 
Japan). 

In 1873, the government prohibited cre- 
mation as part of its bid to establish Shinto as 
the national religion and drive out Buddh- 
ism. But the anti-cremation law was abro- 
gated only two years later when people in 
crowded cities such as Tokyo and Osaka 
made it clear that they had no place to bury 
their dead. Some families had to abandon 
the bodies of their dead in fields. Bodies sent 
back to home villages for burial would pu- 
trefy before they arrived. 

Sobered by such threats to public order, 
sanitation and propriety, the Meiji govern- 
ment began to promote cremation as the 
most economical and practical means of dis- 
posal. Although once an upper-class prac- 
tice, cremation became cheaper than inter- 
ment as modern incineration methods were 
introduced from Europe and improved in 
Japan. The ashes of an entire family could be 
kept in a burial crypt requiring only as much 
land as was needed to inter a single person; 
and the ashes could be moved with the 
family, or divided if the family branch- 
ed. 

National and local laws were passed to 
control burial practices for reasons of public 
health. The governnment ordered that the 
bodies of those who had died of infectious 
diseases be cremated, and so cremation 
spread even to rural areas where burial had 
been customary. Still, it took 60 years for 
Japan's cremation rate to double from 26.5% 
in 1896 to 54% in 1955. But it reached 79% by 
1970, and in 1987 it was 95.7%. 

During Japan's tumultuous history, the 
imperial family lost track of many of its 
graves. Most of the ancient burial mounds, 
some of them comparable in size to the 
pyramids in Egypt, have remained con- 
spicuous landmarks. But the identities of the 
people interred in the tumuli that predate re- 
liable records is a matter of considerable 
academic debate. 

When imperial authority was restored 
in the 1860s, the government scampered 
all over the country and "identified" the 
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tombs of all past (including many legen- 
dary) monarchs and important princes. It 
then compiled an official directory of im- 
perial family mortuary monuments that the 
Imperial Household Agency considers accu- 


All the monuments in the directory are 
considered the property of the imperial fam- 


x _ ily. At public expense, the government's Im- 
¿> perial Household Agency maintains more 


than 890 monuments at more than 450 sites 
— all of which are off limits to archaeologists, 
who would like to explore at least the oldest, 
pre-6th century tombs to help answer ques- 
tions about the imperial family’s continental, 
particularly Korean, roots. 


The Imperial Household Agency abhors . 


the thought of disturbing sacred imperial 
relics for the sake of historical truth. How 


id wodd you feel, it asks, if someone started 


digging up your relatives? But the govern- 


ment failed to protect the sanctity of com- 
mon tombs when it appropriated property 
for the Musashi Imperial Cemetery, in 
Hachioji city near Tokyo, where Emperor 
Taisho was buried in 1926, and where his son 
the late Emperor Hirohito was buried last 
month. 

Shortly before Taisho's burial, the Impe- 
rial Household ordered the relocation of 
some 587 graves associated with two temples 
and six private cemeteries within the new 
imperial compound. The graves were seen 
as polluting earth that had to be physically as 
well as ritually pure in order to receive the de- 
ceased emperor's body. 

More than half of Japan's 124 deceased 
monarchs have been cremated. Even today, 
all members of the imperial family, except 
the emperor and his empress, are cremated. 
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Bengalis celebrate their mother tongue 


The language martyrs 


n 21 February 1952, an unknown 
0: number of Bengali students were kill- 

ed as they demonstrated to preserve 
their language and separate identity. The an- 
niversary of their deaths has been celebrated 
every year since as Language Martyrs Day, 
an occasion for commemorating the birth of 
Bangladesh as a separate nation. 

The language movement of the Bengalis, 
though, began before 1952. In 1947 Pakistan 
was founded with the notion that it could in- 
clude both Hindus and Muslims. From the 
beginning, the people of East Pakistan (now 
Bangladesh) demanded that their Bengali 
language be officially recognised, a demand 
which turned language into a call for Bengali 
or Bangladeshi nationalism. This demand 


/". was met with the creation of Bangladesh in 


1971. 
s In 1948, Mohammad Ali Jinnah, the foun- 
2^ der of Pakistan, declared at the Dhaka Race 


5. Course Maidan that "Urdu shall be the state 
^^. language of Pakistan.” Bengalis protested 
.. violently. Bengali student groups organised 
-.. demonstrations and rallies in protest. And it 
~~ was on 21 February 1952 that a large group of 
.— students defied government restrictions on 
holding meetings. The authorities at first re- 
Si. sponded with tear gas and mass arrests. 
— . Then firearms were used. 


i Three days later, the students of Dhaka 
-. Medical College overnight raised a simple 
brick and mortar memorial called “Shahid 

. Minar” in memory of those who died. The 
^. government, viewing the memorial as a 
^. symbol of defiance, demolished it on 26 Feb- 
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ruary. Another memorial sprang up over- 
night. Hundreds of Shahid Minars were 
built in almost every university, college and 
school all over the country. 

The central Shahid Minar was destroyed 


by Pakistani troops on 25 March 1971, during 


the assualt on Dhaka. After the founding of 
Bangladesh yet another was built on the 
medical college site. The present memorial 
was designed by Hamidur Rahman, a lan- 
guage activist who said he wanted to convey 
through his design the idea of a mother 
mourning the death of her son. 

Shahid Minar stands as a symbol of Ben- 
gali pride, independence and sacrifice. The 
slogans of the 1940s and 1950s, including 
Rastro Bhasa Bangla Chai, (Bangla to be the 
State Language) took on a nationalistic and 
political significance. Bangla Chai came to 
mean a willingness to fight for an indepen- 
dent Bangladesh. 

Today Language Martyrs Day is a na- 
tional holiday. Political leaders and activists 
issue statements paying homage to the lan- 
guage martyrs and call for unity and fulfil- 
ment of democratic objectives. The present 
government has passed a law requiring all 
business in government and semi-govern- 
ment offices be conducted in Bengali and 
the medium of education is in Bengali. In the 
past English was more commonly used. 

Bengali is spoken by 110 million people in 
Bangladesh and 60 million in India. Accord- 
ing to the linguist Muhammad Shahidullah, 
Bengali has been in existence since the 7th 
century. In 1905, the Bengali scholar Harap- 
rashad Sastri discovered in the Royal Nepal 
Archive the oldest manuscript of Bengali 
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"There is simply not enough n room ‘to inter i 


the others," an Imperial Household Agency 
official told the REVIEW. 

No laws govern the burial of imperial 
family members who are buried on imperial 
property. And sothe agency did notapply to 
Hachioji city for permission to bury Hirohito 
in the Musashi Imperial Cemetery. Hachioji 
generally prohibits interment, but a city offi- 
cial said that the city does not expect the Im- 
perial Household Agency to apply for a bu- 
rial permit since the agency can do what it 
pleases on its own land. 

The agency is not required by law to re- 
port births and deaths of imperial family 
members to the Ministry of Health and Wel- 
fare. Hence, Japan's official vital statistics, as 
reported to the World Health Organisation, 
donot include the imperial family. 

n William Wetherall 


poems, known as Charyagiti, written be- 
tween the 7th and 11th centuries by 24 
Buddhist scholars. Sastri wrote: "No one be- 
lieved that there were so many poets, poetry 
and books in Bangladesh." 

Old Bengali manuscripts may still be dis- 
covered in monastries, archives and private 
collections in Nepal, Tibet, Bhutan and 
Bangladesh. When the Buddhists fled in the 
wake of the Hindu empire in the 14th cen- 
tury, they took their valuable books with 
them to China, Bhutan and Nepal. During 
the rule of the Moguls, Hindu epics were 
translated into Bengali for the first time. 
Proper collection, publication and transla- 
tion will throw more light on the richness of 
Bengali literature. 

Many languages and cultures have en- 
riched Bengali. English words, for instance, 
have seeped into the language. A widely 
known joke goes as follows: a Dhakaite 
rickshawalla is approached by a Bengali 
gentleman who asks in proper Bengali to be 
taken to "Viswabiddalaya." The rickshaw- 
puller is ataloss, until heis told "University." 
He says, "oh yes, the University. Why did 
you not speak Bengali in the first place." 

As the government pledges to promote 
Bengali, there are those who favour the intro- 
duction of English in higher education be- 
cause of lack of text books in Bengali as well 
as the fact that English is considered an inter- 
national language. 

But for the month of February 
Bangladeshis celebrate Bengali. This year 
there were poetry readings, plays, street 


plays and literary seminars. The greatest at- 


traction was the book fair held annually at 
Bangla Academy located near the Dhaka 
University campus. 

It is ironic that the book fair is held, and 
language martyrs remembered, in a country 
where about 8076 of its population cannot 
read or write. The best tribute to those who 
laid down their lives in order to preserve 
Bengali would be a reduction inthe illiteracy 
rate. n 
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The new Minolta EP490Z plain paper 
copier gives you many other productive 
and creative features, including Quadruple 
Zooming Power, Automatic Duplex and 
Overlay Copying, Standard Three Cassettes, 
Optional Triple Paper Stacker for 6-Way 
Paper Feeding, 20-Bin Sorter and Interac- 
tive Keying. 


EP490Z 








See Minolta copiers at: 


Bangladesh Brothers International Ltd. National Scouts Bhaban, Inner Circular Road, Kakrail Dhaka, G.P.O. Box 767 Phone: 400042, 404929 
Hong Kong Minolta Hong Kong Ltd. Room 208, 2/F, Eastern Centre, 1065 King's Road, Quarry Bay Phone: 5-658181 

India Methodex Infres Ltd. B-1/F-1 Mohan Cooperative Industrial Estate, Mathura Road, New Delhi 110044 Phone: 636043 

Indonesia PT. Perdana Jatiputra JI. Bungur Besar 89, Jakarta 10620 Phone: 418809 (10 lines) 

Malaysia Minolta Marketing (M) Sdn. Bhd. No. 1, Jalan 13/6, 46200, Petaling Jaya, Selangor Phone: 03-7572611 (12 lines) 

Pakistan Allied Equipment Ltd. First Floor, Nelson Chambers, 11. Chundrigar Road, G.P.O. Box 680, Karachi- Phone: 219338, 210146 


Think of Minoltas 
new Simu 





like this. 


The new Minolta EP490Z gives you two- 
color copying that’s as fast and easy as 
regular copying. 

Think of it. A copier that makes two-color 
copies in one quick scan. It’s now a reality for 
your business with the new Minolta EP490Z's 
Simul-Color function. 

Simul-Color makes two-color copies in 3 
fast, easy steps. Simply set the Color Lever, then 
press the Simul-Color Key and the Print Key. The 
result is a perfect copy in black plus another 
color: red, blue, sepia or green. 








So now you can say goodbye to ordinary 
color copying. No more waiting for two scans. 
No more time-consuming procedures for desig- 
nating the color area. No more disappointing 
copies that don't really match up. 

That’s because the Minolta EP490Z makes 
high-quality two-color copies just as fast as it 
makes regular black copies, at a quick rate of 30 
copies per minute. 

So contact your Minolta dealer about the 
new Minolta EP490Z with Simul-Color. It’s the 
world’s first practical color copier. 
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Curtains for old constructions 





The Singapore House by Lee Kip Lin. Times 
Editions, Preservation of Monuments Board. No 
price given. eus 





This attractive book has an important role 
in that it bears on Singapore's vanishing 
architectural heritage. Without any physical 
frame of reference, heritage becomes a dry 
abstraction, particularly for a nation as 
young (170 years old) and as tiny (226 sq. 
miles) as Singapore. It is no coincidence that 
this book has been produced on behalf of the 
Preservation of Monuments Board. 

But architectural heritage is only notion- 
ally under discussion here, for not many of 
the buildings described in the book have 
managed to elude the bulldozer. The second 
half of the book offers a glimpse into the lives 
of the owners and occupants of a sample of 
houses of interesting, if eclectic, designs. Of 
the 53 homes illustrated with photographs 
and floor plans, only two are still standing, 
the rest having been demolished and rede- 
veloped to the maximum amount of floor 
space allowed. 

Such widespread annihilation of heritage 
becomes all the more noticeable for having 
occurred within a small space. Those who 
seek to connect past with present are ill- 
served by this book, whose author Lee Kip 
Lin could atleast have given the names of the 
tower blocks and six-lane highways now 
standing on the sites of the 51 whose demise 
he notes in Part Two. 

Part One of the book, dealing with his- 





tory, is informative enough: Lee quotes a 
Dutchman who wrote, five years after Stam- 
ford Raffles landed and "founded" Singa- 
pore, that "the land is most hilly and is 
thickly covered with trees. Many of the hills 
in the neighbourhood of the beach are al- 
ready adorned with houses of various Euro- 
peans . . ." Unfortunately for Singaporeans 
today, nearly all of the hills have been level- 
led, the earth being used in massive reclama- 
tions, on one of which stands Changi Air- 
port, a modern marvel for air travellers. 

It may interest some readers to know that 
in the early 19th century, nutmeg, gambier, 
pepper and sugar plantations proliferated; 


that Parliament House was built in 1827 as a 
private dwelling for a Java-based merchant, 
John Argyle Maxwell; and that the few rows 
of distinctive shop-houses and terrace 
houses which have been preserved by gov- 
ernment order came of Raffles’ instructions 
in 1822 that houses should have a uniform 
front and a verandah open at all times as a 
continued and covered passage on each side 
of the street. 

This last bit of information could do with 
some elaboration: how does one account for 
the architectural resemblance between the 
houses built to Raffles’ specifications and 
those one finds in Xiamen, the ancestral dis- 
trict of many Chinese Singaporeans? The re- 
semblance had led this reviewer to think that 
the style of Singapore's shop-houses repro- 
duced the style of buildings in the Chinese 
homeland. 

The ultra-modern designs of today's 





The house of a Chinese businessman, circa 1910. 


A connoisseur of rock 





The Craft of Gardens by Ji Cheng. Translated 
by Alison Hardie. Yale University Press, New 
Haven. No price given. 





Chinese gardens were aimed at recreat- 
ing the emotions that natural scenery 
evoked. Because frequent travel to faraway 
places was physically difficult, the Chinese 
conjured up the countryside in their land- 
scape paintings and gardens — pools stood 
for lakes, rocks for mountains. 

To gardening aficionados, the importance 
of this translation, the first complete render- 
ing in English ofthe 17th-century publication 
Yuan Ye (The Craft of Gardens), cannot be un- 
derstated. So far as we are aware, its author Ji 
Cheng was the first Chinese ever to record 
his experience as a garden designer. 

Ji Cheng was neither a member of the 
literati nor a mere craftsman, and his treat- 
ment of the subject is a mix of the practical 
and the cultural. He lent his services to petty 


74 


officials and that class most despised by the 
literati, the merchants — who, as Maggie 
Keswick says in her foreword, built gardens 
to demonstrate their cultivation in much the 
same way as English parvenus use their new 
wealth to buy old country houses. 

Despite his extensive travels Ji remained a 
southerner in his style of garden design, em- 
phasising water and open pavilions. A col- 
our plate in the book gives a view of present- 
day Zhenjiang, his hometown on the south- 
ern banks of the Yangtze. Neither it nor 
Tongli, the town where his family came 
from, are far from Taihu, that great lake so 
famous for its boulders of fantastic shape and 
colour. Ji would certainly have been familiar 
with Taihu, and would have "had the hills 
and valleys already in his heart." Itis no won- 
der that he had a way with rocks, the selec- 
tion and placement of which — in sculpted 
heaps or miniature mountains — were so 
central to traditional Chinese garden design. 
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This skill did not, however, extend to ar- 
chitecture. His ideas on the layout of build- 
ings and the number of spans in a hall are the 
antithesis of the basic tenets of Chinese ar- 
chitecture. 

It is curious, considering the date of The 
Craft of Gardens, that the translator should 
have chosen for her illustrations mainly He 
Yuan and Ge Yuan in Yangzhou, both 19th- 
century gardens. Her other examples are 
Shanghai’s Qiu Xia Pu and Yi Yuan — 
which, though dating from the Ming, have 
been totally restored and exude a distinctly 
Qing dynasty flavour. Perhaps she wanted 
to avoid the obvious examples, the re- 
nowned gardens of Suzhou, or to offer speci- 
mens typical of those designed for mer- 
chants. 

Ideally Chinese gardens were the retreats 
of the cultivated. Today, their tranquillity has 
been shattered by foreign tourists and local 
sightseers. Keswick laments, as well she 
might, the litter of orange peel and cigarette 
butts in the lakes, and the hordes of visitors 
photographing each other on the bridges. 

B Antoinette Lee 
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tower blocks have scrubbed out a past in 
which the designs of a motley East met those 
of the West in an architectural style best de- 
scribed by C. Northcote Parkinson as 
"Chinese Baroque  Mannerism." This 
mélange has always been discernible in local 
Singaporean behaviour. 

Chinese craftsmen executed designs 
based on their interpretation of European 
classical architecture in the widest sense, Par- 
kinson said. Such charmingly kitsch styles 
projected an Overseas Chinese character 
whose replacement by monotonous moder- 
nity deserves to be mourned. 

The historical section may appeal to ar- 
chitects in that it discusses various styles, 
including Victorian eclectic and "coarsened 
classical," but it would make sense only to a 


reader familiar with street names in Singa- 
pore. Lee plumps for a gazetteer format and 
names like Kampong Glam, New Bridge 
Road, and Rochor Canal crop up ina distract- 
ing fashion. Again, in the chapter on early 
houses (1830-69), there is no attempt to jux- 
tapose historical buildings with today's mod- 
ern replacements. 

This reviewer, familiar with Singapore 
streets and locations, learned indirectly that 
many of the existing roads were in fact 
named after very ordinary colonialists who 
flourished on the tiny island. For instance, 
Oxley Rise is named after Dr Thomas Oxley, 
the colony surgeon; Cuppage Road after 
William Cuppage, "an officer in the postal 
service" and Koek (pronounced "cook") 
Road after his son-in-law, a lawyer named 





Unwelcome but unstoppable 





Yen! Japan’s New Financial Empire and 
its Threat to America by Daniel Burstein. 
Simon & Schuster, New York. US$19.95. 


It was clear that something was amiss 
when the Tokyo Giants, long the refuge of 
over-the-hill US baseball players, offered 
N. Y. Yankees star Dave Righetti US$10 mil- 
lion. After all, if the Japanese were going after 
the superstars of America’s national pas- 
time, what is left? Is Japan, already one-up 
on the US in steel, autos and consumer elec- 
tronics, about to exact its revenge for World 
War II — with the unwitting help of bumbl- 
ing, ill-considered US policies — by turning 
the US into a financial vassal? 

Daniel Burstein seems to think so. Al- 
though identified on the book jacket merely 
as a journalist “who has covered Pacific Rim 
issues for more than a decade,” Burstein, it 
must be said, spent a fair amount of that time 
as a Khmer Rouge propagandist, writing 
obscure leftist tracts and articles in defence 
of the perpetrators of this generation’s 
holocaust. Nonetheless, even Pol Pot 
apologists can grow up. This is a serious 
book that must be judged on its own merits. 

Burstein is careful to register perfunctory 
disclaimers of any dark Japanese conspiracy. 
He even walks the reader through the alter- 
native, less menacing explanations of the 
meaning and impact of Japan's rise as the 
world's largest creditor. But that said, the au- 
thor marshalls every disturbing detail, chill- 
ing anecdote, and event — real, exaggerated 
or imagined — in what is otherwise a com- 
pelling, if sometimes Cassandra-like narra- 
tive chronicling the rise of Japan as a financial 
superpower. Behind his alarmist, almost 
hysterical, tone is the wish to spur US execu- 
tives, policymakers and the public to get 
their act together before it is too late. 

He certainly has a point. The 1985 accord 
that led to the doubling of the value of the 
yen, and turned the US into a bargain base- 
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ment for Japanese investors while putting 
only a small dent in the US trade deficit, is, in 
retrospect, something less than one of the 
great moments in the annals of US economic 
diplomacy. Similarly, the long-overdue 
opening of Japan's financial markets has so 
far been more of a boon to elements of its fi- 
nancial establishment eager to use gaiatsu 
(foreign pressure) as a prop to attain policy 
changes they were in favour of anyway. 

Yen! does an admirable job depicting the 
emergence of Japan in the 1980s, and in par- 
ticular that of the big four securities houses 
(Nomura, Daiwa, Nikko and Yamaichi), as 
global financiers. It provides a glimpse into 
the world of Japan's top financial firms — the 
executives, their strategies, tactics and ambi- 
tions. By the same token, it presents the 
layman with insights into the cultural milieu 
and the structural underpinnings of Japan's 
world of finance. It does all this in easily ac- 
cessible language, free of the argot of money 
managers. 

Certainly, the facts are unassailable: 





Tokyo Giant: neo-colonialist? 
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Edwin Koek. Joseph Balestier, the American 
consul who owned sugar plantations, also 
had a road named after him, as did architect 
William Onan. 

Nor is it widely known that the houses 
which many Singaporeans associate with 
colonial times — the mock Tudor bungalows 
— are in fact only 50-70 years old. Allare now 
owned by the government and let to Euro- 
pean expatriates, though one is used as the 
headquarters of the People’s Action Party. 

It is not the text which gives The Singapore 
House its distinction, but the handsome de- 
sign and illustrations. The colour and sepia 
plates alone would make the book worth 
having: these are evocative of a past since ob- 
literated by the relentless march of so-called 
progress. m Mary Lee 


Japan, home of most of the 10 largest banks 
in the world, now finances some 30% of the 
US budget deficit; Japanese banks own 20% 
of California’s financial assets and 10% of US 
retail banking assets; Japan is accumulating 
prime real estate in the leading US cities; Ja- 
panese firms now employ a quarter million 
Americans. And it is also true that Japan’s fi- 
nancial colossus has really developed only in 
the past five to six years. 

Less unassailable are the ramifications of 
such facts — and the facts Yen! chooses not to 
mention. For all its economic prowess, Japan 
is still only the third-largest foreign investor 
in the US, overshadowed by Britain and 
the Netherlands. Japanese investors com- 
prised only 5.5% of all foreign direct invest- 
ment in the US from 1982-87. Moreover, the 
evils of direct investment in the US may be 
more apparent than real. Japan’s relocation 
of production to the US certainly transfers 
jobs, tax base, and technology and could well 
be a source of US rejuvenation. The ominous 
spectre of neo-colonisation, it may be recall- 
ed, was precisely the fear evoked by Jean-Jac- 
ques Servan-Schreiber's Le Défi Americain in 
the 1960s of US investment in Europe. 
Twenty years later, the fear is of US exclusion 
from an emerging Fortress Europe. 

Burstein’s errors and excesses detract 
from an often well-argued case. He reports, 
apparently for effect, the musings of a Japan- 
ese executive on the prospect of the Japanese 
taking over California, and the plot of a Lib- 
eral Democratic Party faction to boycott a US 
Treasury offer, one that never occurred, as 
evidence of Tokyo’s new financial weapon. 
His projection that by the beginning of the 
next century Japan “may well be a military 
superpower” is even further off the mark. 

The book is too dismissive of the possibil- 
ity that Japan may be the “Opec of the '80s" 
and of Japan's vulnerabilities, from the grey- 
ing of the populatign to a real estate crash 
that could bring down the entire financial 
edifice. Nonetheless, the book serves as a 
useful reminder to the US of the potential 
consequences of not putting its economic 
house in order. u Robert Manning 
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A Gatt deal could revolutionise trade in services 


Invisibles deal in sight 











By Frances Williams in Geneva 





he furore over agriculture at De- 
cember 1988's mid-term review of 
the Uruguay Round of Gatt talks 
largely overshadowed the accord 
reached on trade in services. Yet if the deal 
which the 80-odd ministers reached in 
Montreal is unfrozen when the mid-term 
review reconvenes in April, it could be as 
significant as the creation of the Gatt 42 years 
ago. For what is planned is nothing less than 
a general agreement on trade in services 
which could transform the conditions under 
which services are traded internationally. 

The Montreal Declaration on services 
contains the key elements for a general 
agreement on trade liberalisation. These in- 
clude such principles as non-discrimination 
between trading partners (in Gatt jargon, 
most-favoured-nation treatment), national 
treatment (equal treatment of foreign and 
domestic companies) and transparency 
(openness about rules, regulations and pro- 
cedures applying to trade in services). 

The Gatt secretariat has produced a list of 
the services that might be covered by an 
agreement. Gatt insiders believe that pro- 
ducing the list — which includes among its 
150 or so items such sensitive matters as fi- 
nancial services, construction, and maritime 
transport — could change the nature of the 
negotiations, as the private sector through- 
out the world latches on to what is happen- 


ing in Geneva and how the negotiations 
could affect their interests. 

This is the first stage in a highly ambitious 
negotiating timetable contained in the 
Montreal Declaration. By May, individual 
governments are invited to submit their lists 
of areas “of interest." By December, armed 
with these lists, negotiators are supposed to 
hammer out the draft of a general agreement 
on services, working out how the general 
principles can be applied to specific sectors as 
they go along. By the end of 1990, when the 
Uruguay Round is due to be completed, 
negotiators hope a general agreement willbe 
ready to sign, together with measures to 
liberalise trade in a number 
of specific sectors. Further 
rounds of liberalisation 
talks are envisaged for the 
future. 

Reaching this point has 
notbeen easy. The document 
presented at Montreal was 12 
pages long, but contained 
130 points of disagreement 
for ministers to settle. It was 
described by Clayton Yeut- 
ter, then the US trade repre- 
sentative, as the “worst I've 
ever seen come to a ministe- 
rial meeting.” Washington 
and Brussels disagreed over 
basic approaches, and many 
developing countries were 
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wary of any deal, fearing that Western multi- 
nationals would smother their infant service 
industries. 

In the end all sides, but particularly the 
US which most wants a deal, made conces- 
sions. The EC dropped its demand for a re- 
ciprocity clause, under which countries 
would bargain for roughly equal access to 
each other's markets. The US rejected this 
because Washington envisaged that the ac- 
cord would liberalise trade in services on the 
basis of general principles — the degree of 
liberalisation would thus not be a matter for 
bargaining. Furthermore, agreeing to the re- 
ciprocity clause would strengthen the EC's 
negotiating position, particu- 
larly as far as financial ser- 
vices were concerned. 

However, the EC plans to 
keep the reciprocity threat in 
reserve in case a satisfactory 
multilateral dealis not struck. 
^We're not going to give 
away to other countries the 
benefits of a free internal mar- 
ket without concessions from 
them," John Richardson, 
head of services at the Euro- 
pean Commission told the 
REVIEW. For its part, the US 
accepted clauses that give de- 
veloping countries special 
treatment. It had previously 
t. dismissed these as unneces- 
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Farm talks plough on 


Recent signs that the US and the EC may be edging towards a 
compromise on world farm-trade reform have boosted hopes at 
Gatt that the Uruguay Round of multilateral trade talks will be sal- 
vaged. 

Disagreement between the two economic superpowers over 
agriculture sabotaged the Montreal mid-term review in De- 
cember, when a handful of Latin American countries insisted that 
unless there was progress on farm-trade reform all other deals 
were off. 

Arthur Dunkel, Gatt's director-general, who has been charged 
with the delicate task of brokering agreements on agriculture and 
three other issues stalled at Montreal — textiles, safeguards and 
intellectual property protection — said recently he was optimistic 
about the outcome of current consultations. “Tt is clear to me that 
the necessary political will exists to ensure that we get agreement 
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in April,” he said, referring to next month’s reconvening of the 
mid-term review in Geneva. 

The US has hinted that it is prepared to drop its demand for a 
commitment to the total abolition of all farm subsidies and market 
barriers — the so-called “zero-option” — and has agreed to dis- 
cuss short-term measures to curb farm support in advance of any 
decision on long-term objectives. Previously the US had insisted 
that all countries sign up for the “zero option” before getting down 
to talks on more immediate action. 

But it is not yet clear how far Washington is prepared to bend 
nor how the EC plans to respond with concessions of its own. To 
be acceptable to the US and other farm exporting countries, these 
will have to involve tampering with the so-far immutable 
mechanisms of the EC’s Common Agricultural Policy. 

In addition, Dunkel has made little headway in consultations 
on intellectual property protection. The industrial nations want 
tough rules in Gatt to punish countries which fail to observe 


- minimum standards of intellectual property protection. Develop- 


ing countries say the matter isnobusiness of Gatt's. 
l m Frances Williams 
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Gatt talks in Uruguay, 1986: mid-term review. 


sary. The Geneva talks will thus aim at "a 
progressively higher level of liberalisation, 
taking due account of the level of develop- 
ment" of Third World countries. They will be 
given more time and may be required to 
open fewer sectors than more developed 
countries. 

The agreement will have to cover sectors 
of export interest to developing countries: for 
example, tourism and offshore data process- 
ing. Labour services such as construction are 
also not ruled out as liberalisation candi- 
dates, though demands for their inclusion 
would certainly generate stubborn resist- 
ance from more developed countries. 

The final accord will permit preferential 
access to industrial country markets for Third 
World exports of services, and must facilitate 
the development of their domestic service in- 
dustries. The right of developing countries to 
introduce new regulations to control what 
are now only lightly regulated services sec- 
tors is also recognised. 

If the developed countries gave way on 
labour movement across borders, at least in 
principle, developing countries conceded on 
capital movements. The US failed to secure 
the basic principle of the "right of establish- 
ment." But the Montreal Declaration says 
that in those sectors where market access is 
given, the services may be supplied "accord- 
ing to the preferred mode of delivery." This 
would include establishing offices and 
facilities to produce services at the point of 
delivery. Thus, an insurance company could 
set up an agency in another country to write 
policies, rather than send out policies from its 
headquarters. 

Dick Self, chief US services negotiator, 
told the REVIEW there would be no deal on 
services “unless the right of establishment is 
built in.” Establishment accounted for 80% of 
US services business abroad, he said. But 
Gatt insiders see this as a negotiating ploy, 
arguing that no country can be forced to let 
foreigners do business in their territory. 

While more was achieved in Montreal 
than many thought possible, plenty of pit- 
falls still lie ahead. Basic issues, such as estab- 
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lishment rights, will resurface; translating 
general principles and objectives into formal 
contractual language will prove tricky; and 
there is virtually unlimited scope for argu- 
ment about the applicability of principles to 
specific sectors, and which sectors should 
be first subjected to liberalisation negotia- 
tions. 

Washington says its list of sectors will be 
confined to those that would benefit from a 
liberalisation agreement — so, forexample, it 
will probably exclude personal services, such 
as hair-dressing, where international busi- 
ness is limited. But the US is likely to include 
services, suchas maritime transport, which it 
has no intention of liberalising for the mo- 
ment but thinks should be covered eventu- 
ally. 

The EC, on the other hand, will submit a 


list of sectors that will test the applicability of 
the general principles, without committing 
itself to negotiating about any of them. 

“Most concepts can be applied to most 
sectors most of the time,” says Richardson, 
whose staff have been looking at the applica- 
bility issue. But he sees some exceptions. For 
example, he sees no sense in applying the 
principle of national treatment to telecom- 
munications, ,which in most countries are 
provided by state monopolies, because this 
would imply breaking the monopoly. The 
Montreal Declaration mentions excluding in- 
dividual sectors "for certain overriding con- 
siderations" and for security and cultural po- 
licy objectives. 

Finally, both the US and the EC say they 
will not sign a deal (or will not extend its 
benefits to individual countries) unless there 
is an acceptable level of commitment to 
liberalisation from others. That means, in 
particular, that the more advanced develop- 
ing countries will be expected to join a ser- 
vices agreement and to offer a fair degree of 
liberalisation in their domestic markets. 

The East Asian developing economies are 
generally favourable. The Montreal accord is 
a "very balanced, fine document," says Chak 
Mun See, Singapore's ambassador to the 
Gatt. Singapore, together with Hongkong, 
South Korea and other countries in Asean 
have been active in the negotiations. 

Richardson adds: “We shouldn't see the 
agreement in adversarial terms. If it works, it 
will be an important contribution to the 
health of the whole world economy. The 
Montreal accord is sufficiently balanced to 
make the US optimistic that a broad range of 
countries will sign." * 





BUDGET 31 


Hongkong s package is marked by caution 


Sitting on a surplus 


By Philip Bowring in Hongkong 


ongkong budgets used to be rather 
H grand occasions for big policy an- 

nouncements or detailed theoretical 
justifications on all matters for which the fi- 
nancial secretary is responsible. Perhaps be- 
fitting the colonial system's loss of self-confi- 
dence, current financial secretary Piers 
Jacobs has striven to avoid anything which 
might spark debate on specifics or run the 
risk of being proved wrong. 

His 1989 budget speech unveiled record 
surpluses but proffered the barest minimum 
of insight into major tax and spending policy 
issues. It did, however, formally announce 
long foreshadowed developments which 
should enhance Hongkong's capital market, 
perhaps to the disadvantage of banks. 
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As for the economy, Jacobs forecast GDP 
growth of 6%, following a 7.4% gain in 1988, 
with domestic and external demand roughly 
in balance. Domestic exports would rise 7%, 
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with exports to the US rising 3% after falling 
276 last year, but with slower growth in the 
markets of Britain, West Germany, China 
and Japan. The export forecast assumed an 
OECD manufactured import growth of 8.5%, 
down from 10.8% in 1988. Inflation would 
rise from 7.5% to 8.5% for the year as a 
whole, after touching double figures. 
Buoyant government revenues — the re- 


Pt. Saloi hrec years of rapid growth, recently 


accompanied by rapid inflation — produced 
a budget surplus for 1988-89 of HK$14.2 bil- 
lion (US$1.82 billion), and an only slightly 
smaller oneis projected for the coming finan- 
dal year with the main increases coming 


from profits tax (up 33%) and stamp duties on 


stock and property deals (up 40%). Total rev- 


enue was 18% higher than original estimates 


— which admittedly were framed under the 


s shadow of the October 1987 crash. 


For 1989-90 Jacobs planned for 1276 
revenue growth and 1975 spending growth. 
His specific tax proposals left the overall 


ne barely changed. Reductions in profits 


and salaries taxes of 0.5 points to 16.5% and 
15% respectively and the abolition of interest 
tax cost HK$1.7 billion, but HK$600 million 
was recouped through increased indirect 


y . taxes and charges. Spending is set to rise 


19%, with general expenditure rising slightly 


<= faster than capital spending. 


Anticipating criticism of the large govern- 
ment surpluses, Jacobs said higher govern- 
ment spending would simply add to already 
strong inflation. This inflation had been 
driven more by demand pressures than by 
import costs, which had risen slowly despite 
the currency peg to the US dollar and high in- 
flation in China. The deflationary impact of 
surpluses cannot be easily estimated unless it 
is known whether they are held in local cur- 
rency or invested offshore which would re- 
duce the growth of the monetary base. 

It was rare indeed in Hongkong to hear 
macroeconomic management being given 
by government as a reason for fiscal policy. 
Will it be repeated during the next recession, 
- sceptics asked. The surplus was also of little 
. comfort to those who believe that Hongkong 
.. people deserve the fruits of their own labours 


in the form of better health care and educa- 


tion and a cleaner environment, rather than 
by accumulating surpluses. There is a belief 
in some quarters that surpluses are being 
accumulated partly to please China, even 
though the future special administrative re- 
gion government receives 50% of land rev- 
enues and has some HK$12 billion already 
accumulated. 

Jacobs might have done better to high- 
light the rapid growth in public spending 
over the past two years. After several years of 
decline it is now growing significantly faster 
than cpp. Leads and lags suggest that rev- 
enue growth is at a cyclical peak, while 
spending momentum is growing fast again. 
Government employment is growing sig- 
nificantly faster than the labour force. 

This is just at the time when public sector 
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Economy siows down 


investment, after years of neglect, is speed- 
ing up to try to solve some of the infrastruc- 


ture bottlenecks which have built up. Jacobs - 


could also point out that the surplus includes 
earnings on fiscal reserves of HK$5 billion, 
earnings which do little more than cover in- 
flationary erosion of those reserves. 
Surprisingly, Jacobs made no more than 
casual mention of the impact on the public fi- 
nances of the huge infrastructure projects 
whose go-ahead is expected this year — a 


ee new airport, new port facilities, accompany- 





ing roads and railways. Although no major 
spending is likely this year, and might not 
peak until around 1993, the scope, cost, 

methods of financing and labour content of 
these projects need to be addressed. 

Nor was Jacobs any more forthcoming 
about his desire, first revealed two years ago, 
for a broad-based sales tax to widen the tax 
base and reduce reliance on direct taxes. A 
“consultative document” has been promised 
but, as even Jacobs admits, nothing is likely 
to happen for a couple of years. The pro- 
posal’s many opponents hope it will follow 
Jacobs into retirement (his term expires in 
1991). Although reliance on direct tax has 
continued to increase, many blame this at 
least in part on Jacobs’ failure to cut profits 
and salaries tax more drastically — they have 
come down by 1.5% in twostages — and bet- 
ter exploit other existing (and non-volatile) 
revenue sources. 

He also failed to define government po- 
licy towards taxation of non-monetary em- 
ployee benefits. A recent court decision judg- 
ing education payments to be taxable has 
opened up large areas of uncertainty as to the 
taxability of fringe benefits. 

With labour-force growth now little over 
1%, and unemployment almost nil, 7% may 
be about the upper limit of growth — though 
productivity growth in Hongkong has often 
been underestimated. as it has been in the 
rare position of being able to shift low value- 
added employment across the border into 
China while higher value-added industries 
have been the fastest growing. m 





BUDGET 2 


Ending tax anomaly will boost capital markets 


Good on paper 


ficantly increase the depth of Hong- 

kong's financial markets. First, with- 
holding tax on interest paid by non-financial 
institutions will be abolished. Its existence 
has been an anomaly since tax on interest on 
Hongkong dollar accounts with financial in- 
stitutions was abolished in 1983. 

Anomalies still remain: net interest re- 
ceived in Hongkong by businesses will count 
towards profits tax, while interest paid will 
be deductible from profits. This could lead to 
loophole problems for the Inland Revenue, 
but for financial markets it means that local 
companies will now be able to issue their 
own interest-bearing paper rather than hav- 
ing to use banks as intermediaries. 

At present, the only tradeable short-term 
instruments are certificates of deposit (CDs) 
issued by banks and finance companies. It 
remains to be seen how many localor foreign 


T wo budget proposals should signi- 
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companies intend to take advantage of the 
new situation andissue what would be, in ef- 
fect, Hongkong commercial paper (CP). Pos- 
sibly, any such issues would simply result in 
a fall in CDs, which are currently mostly is- 
sued by foreign banks to fund local lending. 
However, a CP market could enable prime 
borrowers to putextra pressure on banks, by 
enabling them to raise funds at rates closer to 
prevailing interbank rates than they can at 
present. In any case it could help those banks 
with active capital market subsidiaries com- 
pared with those who do not. 

More problematic is whether there will be 
any significant issues of long-term paper. At 
present the only long-term paper is a couple 


_ of loans stock issues and an MTR bond (al- 


ready tax free). In theory the scope for new 
debt issues is huge, given the growth of in- 
surance and pension funds with long-term 
liabilities. In practice, these institutions may 











continue to prefer US dollar bonds because 
of the element of 1997 political risk involved 
in HK dollar-denominated bonds — though 
that could change if investors think the dollar 
will be revalued. 

The other obstacle to Hongkong debt is- 
sues is that most of the bigger potential bor- 
rowers are relatively debt free at present. 
And those, such as Cathay Pacific, which 
have big debts can borrow cheaper i in other 
currencies. Nonetheless, with vield curves 
now flat, opportunities to raise long-term 
money may be favourable. And apart from 
local borrowers, there remains the possibility 
of Chinese institutions coming to the Hong- 


kong market, or even international bodies 
like the Asian Development Bank and the 
World Bank. These institutions expressed in- 
terest in the past, but were warned off by the 
Hongkong Government, which was reluc- 
tant to give them the tax-exempt status to 
which they were in theory entitled. 

The second money market deve elopment 
is that the Exchange Fund will issue Treasury 
bills for monetary control purposes. Buying 
and selling bills will enable the fund to influ- 
ence interest and exchange rates. This repre- 


sents a further expansion in the central bank- - 


ing function of the fund, which in mid-1988 
was given additional powers to influence 





BUDGET 3 


India’s government deficit keeps growing 


Electoral economies 


By Salamat Ali in New Delhi - 


ith a general election set for this 
year, Prime Minister Rajiv Gan- 
dhi's government has tabled yet 
another populist budget, its third in a row. 
Critics fretted that Finance Minister 5. B. 
Chavan's "pro-poor, pro-industrial produc- 
tion" posturing could only worsen India's 
long-standing revenue crisis in the coming 
fiscal year (starting 1 April). 

The three main drains on India's revenue 
budget have been interest payments on gov- 
emment loans, commodity subsidies and 
military spending. Of these, only defence 
saw even marginal cuts from previous levels. 
In lengthy pre-budget meetings, Chavan 
heard out the defence establishment's pleas 
for fresh arms purchases to keep abreast of 
military modernisation programmes in 
neighbouring China and Pakistan. 
Nevertheless, the 1989-90 defence outlay of 
Rs 130 billion (US$8.52 billion) represents a 
real decrease of more than 5%. 

Government interest payments proved 
less tractable. Over the current five-year plan 
(1985-90), payments look likely to exceed Rs 
460 billion. And, to push interest obligations 
up even further, Chavan unveiled a panoply 
of government subsidies, including Rs 57 bil- 
lion for fertilisers and more than Rs 40 billion 
for rural loans. Props to money-frittering 
public sector units will also continue. Over- 
all, subsidies have grown to nearly 15% of re- 
current revenue. 

Total receipts for 1989-90 were estimated 
at Rs 748 billion, while proposed expenditure 
amounted to Rs 822 billion. To cover the re- 
sulting Rs 74 billion deficit, the government 
will resort to additional central banks loans 

-~~ in effect, printing more currency. Even so, 
the comptroller and auditor-general's 1988 
report to parliament pointed out that market 
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borrowings of Rs 70 billion for this fiscal year 
would barely suffice to meet the interest obli- 
gations on internal debt alone. 

The 1989-90 deficit would have looked 
worse but for January's pre-emptive double 
digit i increases in the centrally administered 
prices of steel, coal, milk and postal parcels. 
Chavan also threw into the revenue gap 
some Rs 23 billion drawn from the "oil coor- 
dination pool account" — a reserve fund 
comprising accumulated windfall profits 
that the government oil monopolies earned 
by charging high prices domestically in the 
face of declining international prices. 

The intlationary consequences of this sort 


liquidity in the interbank market through 
new accounting procedures. 

Although the initial size of the Treasury 
bill market has yet to be worked out, its de- 
velopment may also have the effect of 
squeezing the often still wide margins en- 
joved by the banking system. However, the 
beneficiaries would be the major corpora- 
tions, rather than small deposits and home 
buyers who constitute the main victims of 
the rates cartel. Treasury bills should also 
provide the trading instruments needed to 
form the basis for the interest futures contract 
which the Hongkong Futures Exchange is 
keen to introduce. B Philip Bowring 


of deficit finance are starting to tell. Although 
for the whole of calendar 1988, inflation ho- 
vered around 9.3% — its lowest level in a 
decade consumer price increases 
gathered momentum in the latter half of the 
year, portending a return to double digit 
levels. Chavan's new budget, involving 
printing currency and selective increases in 
excise duty, looks only too likely to accelerate 
the trend. 

To soften the blow for India's electorally 
all-important poor, Chavan lowered income 
tax for the bottom-most tax brackets, and of- 
fered tax breaks to pensioners, retired gov- 
emment employees and builders of small 
houses. At the same time, he unveiled a 
wide range of vote-catching "soak-the-rich" 
levies: a higher surcharge on yearly incomes 
above Rs 50,000 and additional taxes on such 
items as cigarettes, cars and TV sets. 

More pragmatically, Chavan used the 
budget to abolish price controls on 
aluminium and cement, as well as sur- 
charges on the wealth tax. n 
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India raises tax revenues 
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handicapped dependants were also an- : 


Singapore approves new tax rebates for children 


The family way 


ingapore’ s Finance Minister Richard 
| Hu announced several minor reduc- 
tions in corporate and property taxes 


5 -in an otherwise uneventful 3 March budget. 
=> Healsoincreased tax concessions for couples 


having a fourth child. 
x Corporate tax will be cut by one per- 
centage point to 32% starting from 

1990. A property-tax rebate of 50%, 
first granted during the 1986 reces- 
= sion will be extended to June 1990. 
After that the property-tax rate will 
be cut from 23% to 16%. Personal in- 
come-tax rates will remain un- 
changed, with the top rate being 33%. 

For the financial sector, Hu an- 
nounced an exemption from with- 
holding tax for swap transactions that 
do not involve the Singapore dollar. 
This will bring Singapore into line 
with other financial centres and is not 
expected to have a major impact. 

Singapore's "corporate tax rates 
are still competitive and the economy 
[which registered 11% growth in 1988] is not 
in need of a stimulus," said Hu. 

He said that he would not cut income-tax 
rates because domestic demand was still 
strong and increased consumer spending 
might exert upward pressure on prices and 
demand for services, thereby aggravating an 
already tight labour market which already 
employs a lot of foreign labour. 

Businessmen were slightly disappointed 
that more tax concessions were not forth- 
coming since the government had a surplus 
-—. OofS$2.74 billion (USS1.42 billion) in 1988 and 

^. is projecting a surplus of $$2.27 billion in 


.. 1989. Total government expenditure is ex- 


a pected to increase 7.5% to 5$12.63 billion in 


< -1989 while revenue is expected to increase 


—. 1.196 to $$13.27 billion. 

.  .Businessmen and professionals were re- 
:. leved that taxes on cars, which already 
amount to 175% of the imported price, were 
not increased. In the past, however, the gov- 
.. ernment has increased such taxes after the 
-. budget. The government is committed to 
curbing the number of cars on the roads and 
.. is expected to make owning a car more ex- 
= pensive in the near future. 

The highlight of the budget, at least as far 
as the local population is concerned, are the 
tax rebates announced for the parents new- 
born fourth child. These are designed to 

"support the government's policy of en- 
couraging family formation and procrea- 
tion," said Hu. 


A 5$20,000 tax rebate will be given for 
fourth child born after 1 January 1988. A simi- 
lar tax rebate for the parents of the third child 
has been in effect since 1987. The Straits Times 
calculates that a working mother with an in- 
come of $$50,000 and three children will pay 
5$3,880 less in taxes than a working mother 
with à same income but no children. Some 
minor increases in allowances for those with 


Singapore increases sp 





nounced. 

No major tax increases were announced 
but the government has taken the first steps 
towards the implementation of a consump- 
tion tax. Hu said that strong economic 
growth had provided buoyant revenues 
from corporate and personal income taxes, 
making the imposition of a consumption tax 
unnecessary for the time being. But in the fu- 
ture, economic growth would be lower and 
indirect taxes would become unavoidable 
because corporate taxes could not be in- 
creased if Singapore was to continue attract- 
ing foreign investment. 

Hu announced the restoration of a 5% tax 
on water and electricity consumed at home 
and another 5% tax on telephone calls made 

from home. These taxes had been 
suspended in the 1986 budget. Sig- 
nificantly, business users of water, 
electricity and the telephone system 
were exempted from paying the re- 
stored taxes. 

Some analysts are already begin- 
ning to worry about what effect a 
broad-based consumption tax, gener- 
ally thought to be regressive, will 
have on consumer expenditure. 
Some also think that Singapore may 
find it almost impossible to remain a 
duty-free shopping haven for tourists 
if it implements a broad-based con- 
sumption tax. & 





TAKEOVERS 


US group tries to block bid from Indonesia s Wanandt 


A defence defence 


Anian se ———————M——— PAPER 


By Michael Vatikiotis in Jakarta and 
Jonathan Friedland in San Francisco 


leading US car-parts company is fall- 
A* back on its participation in sensi- 

tive US Government defence research 
to fend off an apparent hostile takeover bid 
from an Indonesian business group with mi- 
litary connections. 

Arvin Industries of Columbus, Indiana, 
is seeking a court order to stop Indonesian 
businessman Edward Ismanto Wanandi 
from increasing his 5.6% stake in the com- 
pany. Arvin has government defence con- 
tracts worth US$200 million, and maintains 
that the sensitivity of this work done by its 
Calspan division would block any foreign 
bid. 

Further, Arvin contends that Wanandi 
made "misleading, false and incomplete dis- 
closures" of his plans and purposes to theUS 
Securities and Exchange Commission (SEC). 

The complaint, filed in Indiana's Federal 
district court in mid-February, is rejected by 
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Wanandis Wall Street lawyer, Morton 
Pierce of Dewey, Ballantine, Bushby, Palmer 
and Wood. “I believe the complaint is with- 
out merit," he told the REVIEW. "Wanandi's 
ties to the [Indonesian] military are immate- 
rial at this point. He has made no firm deci- 
sion about what he is going to do with his 
shares" in Arvin. 

Sources close to Wanandi, who has re- 
tained New York's Chase Manhattan Bank 
as his financial adviser, say he is working 
with another US firm willing to take over the 
defence contracts, freeing Arvin of the sec- 
urity considerations which might otherwise 
prevent a takeover. 

Finance for Wanandi's purchase of 1.04 
million of Arvin's 18.6 million outstanding 
shares was provided by the Singapore 
branch of France's CIC-Union Europeene 
International, according to SEC documents 
filed by the Indonesian financier. The SEC 
document also contends that Wanandi built 
up the stake for "purposes of investment, 
though he will consider a decision on future 
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control of the company" depending onmar- 


ket conditions. 

Edward Ismanto Wanandi, 33, is the 
youngest member of the Wanandi family, 
who are Indonesian Chinese from West 
Sumatra. The elder brothers, Liem Bian Kee 
and Liem Bian Koen, rose to prominence 
under the patronage of major military figures 
in the New Order — notably Gen. Ali Mur- 
topo, President Suharto's key adviser in the 
1970s and early 1980s. 

The Wanandi group grew out of the 
Dharma Putra Foundation which ran busi- 
nesses owned by the army's Jakarta-based 
Strategic Command (Kostrad). Liem Bian 
Koen was a manager of some of these opera- 
tions. 


ubsequently Liem formed a number of 
S companies in partnership with Kos- 

trad figures, and brought these in- 
terests together under a holding company 
called Pakarti Yoga. This company still num- 
bers the children of some Kostrad senior offi- 
cers among its owners. 

The Wanandi group now comprises 
some 50 companies, with interests ranging 
from soft drink bottling, motorcycle assem- 
bly, plastics and pharmaceuticals to forestry 
and shipping. 

Pakarti Yoga annual earnings were re- 
cently put at Rps 500 billion (US$287.4 mil- 
lion). Another arm of the Wanandi group, 
under the holding company Anugerah 
Daya Laksana, earned an estimated Rps 
300-400 million, according to group 
sources. 

Under Anugerah, the group has concen- 
trated on developing a successful car-parts 
division. Sources say there are several com- 
panies linked with Anugerah, including Ed- 
ward Wanandis Gemala Kempa Daya, 
making it Indonesia's leading car-parts 
maker and distributor. 

The Wanandi group has set up much of 
this on an equal partnership basis with the 
Toyota joint-venture partner in Indonesia, 
the giant Astra group. 

The Wanandi group's expansion into car 
parts is thought to lie behind its interest in 
Arvin, which generated US$1 billion out of 
US$1.3 billion in its total 1988 sales from the 
manufacture and distribution of such items 
as mufflers, shock absorbers and catalytic 
converters. 

The 68-year old firm, which has 12,000 
employees, has manufacturing facilities in 11 
countries including an electronic compo- 
nents factory in Taiwan. The bulk of its sales 
stem from an extensive relationship with the 
big three US car makers, Ford, General 
Motors and Chrysler. 

Nonetheless, Arvin official Frederick 
Meyer insisted in an interview that 
Wanandi's ties to the Indonesian military 
would almost certainly rule out any success- 
fulbid for the company. 

Arvin, he said, is engaged in "extremely 
sensitive" research on matters ranging from 
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| the Strategic Defence Initiative to electronics 


warfare, from ballistics testing to chemical | 
weapons defence. These activities brought | 


in revenues of US$190 million for Arvin in 
1988, said Meyer. 
Sources in the Wanandi group say Ed- 


ward Wanandi, working with an unnamed | 


Indonesian partner, approached Arvin ini- 
tially with an investment proposal, rather 
than a takeover bid. The plan was to secure 
an overseas market for the group's Indone- 
sian manufactured parts. According to 
Meyer, Arvin chairman James Baker turned 
down Wanandi's request for a meeting. In- 
stead, Arvin retained attorneys Wachtel, 


Lipton, Rosen and Katz to file suit blocking | 
Wanandi from further action regarding | 


Arvin without more comprehensive disclo- 
sure. 

The Indiana firm also hired the Hong- 
kong office of private investigators Kroll As- 


. Sociates to check into its potential suitor. In 


the suit, Wachtel, Lipton accused Wanandi 
of seeking to manipulate the price of Arvin 
stock through false disclosure, a charge re- 
jected outright by  Wanandiís lawy- 
ers. 

Arvin's claim that Wanandi has "close 
ties with the Indonesian military," which 
should prevent a takeover, would be hard 


for the group to dismiss. Indonesian busi- | 


ness groups such as the Wanandi’s are inex- 
tricably linked with the military. Most 
evolved in the 1950s and 1960s out of aliaison 
between regional military commanders in 
search of funds and Chinese businessmen 
seeking patrons. Ironically, Edward 
Wanandi’s move to invest in the US is a step 
away from the group's original military back- 
ers. Wanandi's probable partners in the deal, 
the Soeryadjava family’s Astra group, has an 
excellent international reputation for prob- 
ity. 

While few doubt that Arvin will use every 
possible tactic to stymie a successful takeover 
by Wanandi, the move highlights a possible 
future trend for Indonesian companies to in- 
vest overseas. Indonesia’s comparative ad- 
vantage in manufacturing is not at present 


matched by overseas investment, which is | 


i | 


still concentrated in the traditional primary 
commodities. 

As a result, those Indonesian companies 
with sufficient capital have started looking 
for their own outlets to outside markets. 
Local food conglomerate Mantrust late last 
year bought Ralston Purina’s Van Camp 
tuna unit in order to capture the company's 
Chicken of the Sea brand name, which com- 
mands 21% of the US market, and its exten- 
sive distribution network. 

The Wanandi group recently bought the 
Century Battery Co. in Australia and is 
looking for more acquisitions there, and 
eventually in Europe. However, this has 
positive and negative aspects; while pro- 
viding a market for Indonesian-made 
goods, it also parks a lot of indigenous cap- 
ital overseas. z 
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Now in its 24th year the CHINA TRADE 
REPORT which is published monthly by 
the Far Eastern Economic Review has 
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ith Europe 1992 looming ever- 
nearer and a potential North 
American trade bloc taking 
shape, Australia has for a long 
time been gazing at its economic navel and 
uttering vague noises about finding its place 
| in the world trade scene. 

Relying as heavily as it does on its exports 
of wool, wheat, beef, metals and coal, itis de- 
sperately keen to hold on to traditional mar- 
kets. Its official positionis to press fora world 
committed to deregulation, non-protection 
and free trade without subsidies, in which to 
pursue vigorously multi-lateral agreements. 

Unfortunately, neither Europe nor the 
US seems inclined to listen to such talk and 
Australia is faced with a dilemma. Its political 
doctrine is the rejection of trading blocs; its 
needs are for the secure and accessible mar- 
kets membership of just such a bloc can 
bring. 

The traditional wisdom, which domi- 
nates official pronouncements, is that Aus- 
tralia is part of the Asia-Pacific region and its 
future lies there. This was spelled out very 
clearly by Prime Minister Bob Hawke on a re- 
cent Asian tour during which he crystallised 
his proposals on the need for some sort of or- 
ganisation in the region along the lines of the 
OECD, to help enmesh expanding regional 
economies and maximise compatibility. 

But only days after he had finished 
spreading this message, one of Australia's 
most successful businessmen, John Elliott, 
chairman of the giant Elders IXL pastoral- 
financial-brewing multinational, highlight- 
ed a little-discussed sub-text of Australian 
business thinking with a call for Australia to 
try to join the EC rather than concentrate on 
the Asia-Pacific nations as trading partners. 

His remarks, while dismissed as "political 
| nonsense" by Canberra officials, reflect the 
| attitude of many of Australia’s most thriving 
| businesses, and to some extent reality, rather 
than the mere rhetoric of good intentions to- 
| wards Asia-Pacific. 
| The reality is that excluding Japan — Aus- 
| tralia’s largest trading partner — Asia ac- 
| counted for only 23.3% of Australia's total ex- 
| ports in 1987-88 and only 14.6% of imports. 
| And despite the distances involved, the US, 
; Canada and Europe took 25% of total ex- 
| ports, and provided a whopping 47.9% of 
| imports. 

! Consider, for instance, the fact that trade 
| with Australia's largest and nearest neigh- 
; bour, Indonesia, amounted in 1987-88 to just 
| A$1.18 billion, while that with far away Italy, 
| | to AS2.42 billion — an awful lot of Gucci 

. | handbags. 
| Elliott, president of the conservative op- 
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position Liberal Party, was of course reflect- 
ing political — some would say also racial — 
bias when he said that “as the last bastion of 
Europe in Asia, the cultural differences 
would suggest that Australia would be a lot 
better off in the EC.” 

While such talk is political anathema to 
Hawke, and while nobody seriously believes 
the EC would look twice at such an “offer,” 
Elliott's remarks spotlight the difference be- 
tween political theory and hard-headed 
business thinking. 

His own company is heavily involved in 
the brewing industry in Britain and sees this 
as a stepping stone into the European mar- 
ket. And he is not alone. Of the top dozen or 
so Australia companies, most look first to 
expansion into the US or Britain. Consider 
TNT, News Corp. (apart from a minor opera- 
tion in Hongkong), Pacific Dunlop and even 


BHP, whose interests in Asia and the Pacific 


are far less substantial than its North — or 
even South — American operations. 
And the ubiquitous Alan Bond, after an 


Rollercoaster ride for AS | 


New York 
opening .— 





unfortunate adventure in Hongkong, seems 
much keener on establishing himself in Bri- 
tain and the US than further diversification 
into'Asia. 

These tendencies are seen partly as a re- 


- sult of that "cultural" issue Elliott touched on 


— coming down largely to Australian execu- 
tives feeling much more at home in English- 
speaking and European-heritage countries 
than in Asia. 

This is just the attitude that Hawke and 
his government are striving to alter, but in 
many cases they appear to be preaching to 
the unconvertible. However, the prime 
minister maintains his "OECD" plan was well 
received on his recent tour. 

The proof of the pudding will be whether 
Hawke can organise later this year, the Asia- 
Pacific ministerial meeting which he is hop- 
ing will study the proposal. 

Hawke is clearly hoping to sell the idea of 
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A doctrinal dilemma 


bargaining power through unity. While de 
nying he is proposing a trade bloc, he ha: 
suggested that such a group would allow 
Asia-Pacific to say to Europe and Nortl 
America: “Look, we are the fastest growing 
dynamic region in the world. We are not ¢ 
threat to you. We want to have a world trad 
ing system within which we can all benefit.’ 

With Australia's economy going throug 
one of its periodic crises, that sounds a littl 
like prosperity through association. 


As part of his government's efforts t 
manage this latest crisis, it started some 
weeks ago to talk the Australian currency 
from its four-year high around A$1:US$0.% 
down to some more realistic and competitive 
value around A$1:US$0.80 or just below 
(REVIEW, 19 Feb.). 

But when artificial means are used to alte: 
a market equation (the equation being tha 
interest rates are still at record levels, attract 


ing foreign funds into Australian dollars) 


the rules of the market may change some 
what. That certainly was the case on 28 Feb 
ruary, when the Australian dollar went on: 
wild rollercoaster ride, all because of "talk 
ing" that never happened. 

It occurred because the Australian pres: 
swallowed as true a completely false rumou: 
in the foreign exchange market that Hawk« 
had said on television that he wanted the dol 
lar down to78 UScents. A report, suggesting 
that such a quote had been carried by news: 
agencies, appeared in the Sydney Morning 
Herald. Although the television interview 
had been on local screens and Hawke made 
no such remark, Sydney dealers started a 
panic fire-sale of dollars which virtually 
achieved that imaginary target figure in juste 
few hours, dropping the currency almost 2 
US cents from the previous close. 

In its own defence, the Herald pointed ou! 
that a lot of the fall had occurred during the 
overnight period in New York, long before 
its report actually hit the streets. This evi- 
dence supported the newspaper's claim, ii 
said, that whether or not Hawke said it, the 
reports that he had were circulating in the 
market, therefore it was justified in saying 
so. Slightly weirdlogicto justify an error, one 
might think. 

Before denials restored some order to the 
market, the confusion was compounded by 
two newsagencies, AAP and Reuter, turning 
fantasy into fact by picking up, unsourced, 
the Sydney Morning Herald report. 

Attheend ofthe day, bets were even as to 
whether someone had been stung, or a 
whole lot of people had simply been incom- 
petent. u Michael Malik 
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INNOVATION 


Researching in packs 


othing is more indicative of the 
shift in the balance of technological 
power between the US and Japan 
than the Americans’ increasing 
willingness to resort to a particularly Japan- 
ese way of promoting technology — the re- 
search consortium. 

Recently, the US Semiconductor Indus- 
try Association (SIA) — a group representing 
37 US chipmakers — announced that it 
would attempt to re-establish large-scale 
production of dynamic random access 
memories (DRAMs). Among options report- 
edly being considered by the SIA are joint 
ventures with the principal users of DRAMS, 
the computer makers. 

Until recently, US anti-trust laws would 
have made such proposals unthinkable. But 
recent legislation has enabled companies to 
do joint research, and recently appointed 
Commerce Secretary Robert Mosbacher has 
said that the Bush administration is studying 
further anti-trust exemptions. 

It is ironic that US firms are now consider- 
ing collaborating in order to catch up with 
Japan's DRAM output. For Japan's domi- 
nance (Japanese firms now control about 
90% of the market for these chips) is the di- 
rect result of a government-backed project 
that ran from 1976-79 whose object was to 
catch up with the US in DRAM output. 

Legend has it that the very large-scale 
integration (VLSI) project, as it was known, 
came into being as the result of a perceived 
threat from IBM. The rumour in Tokyo was 
that the US group was making a chip featur- 
ing such densely packed circuits that it could 
contain an entire computer. 

In fact, it appears that this rumour was en- 
tirely unfounded, perhaps merely part of 
IBM's well-documented FUD strategy of 
sowing "fear, uncertainty and doubt" 
among potential defectors among its cus- 
tomers. True or false, the threat of being left 
behind had the effect of galvanising the 
Ministry of International Trade and Industry 
(Miti) — the body responsible for promoting 
Japan's computer and semiconductor indus- 
try — intoaction. 

The Visi project focused on the develop- 
ment of 64 kilobit memory chips, their pro- 
cess technology and the equipment required 
to make them. Five vertically integrated Ja- 





panese chip and computer makers received. 


generous funding — US$280 million from 
Miti plus US$80 million from Nippon Tele- 
graph and Telephone — to carry out inten- 
sive research at NEC's laboratories. 

By 1979, much of the technology de- 
veloped under the project was in commerical 
use. The Japanese received an unexpected 





boost when IBM, ironically, experiencing 
problems with its own in-house production 
of chips, was forced to buy large quantities of 
memories from them. After that, they invest- 
ed heavily in chip production, greatly exacer- 
bating the glut that followed the crash of the 
personal computer market in 1985. 

Detter equipped financially to withstand 
the huge losses from the cut-throat price-cut- 
ting that ensued, the Japanese by 1987 were 
in possession of the lion's share of the DRAM 
market. This might not have mattered had 
free competition prevailed. 

But the effect of the US-Japan semicon- 
ductor agreement (which, designed to put a 
stop to dumping, established a floor price for 
chips and a Miti-controlled cartel), cuts in 
production, technical difficulties in the 
changeover from 256-kilobit to one-megabit 
DRAMs, and last year's boom market for 
semiconductors combined to make 
memories scarce and expensive. 

The consequences for the US computer 
industry were severe. Hewlett Packard, for 
example, was one company forced to delay 
the introduction of a new line of computers 
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Until recently, US anti-trust 
laws would have made 
proposals for research 


consortiums 
unthinkable. 


for several months because of the chip short- 
age. Apple's share price plummeted when 
the company revealed that it had failed to 
foresee the end of the shortage of DRAMs, and 
paid through the nose at the market's peak to 
ensure it had sufficient stock. 

Not surprisingly, both these companies 
are among those calling for a chip-fabricating 
consortium, as are other highly successful 
US computer firms like Compaq, Sun Micro- 
systems and Tandem. 

Getting new products to market quickly 
is crucial to such innovation-driven firms. 
Shortages not only hamper US companies, 
they also give the advantage to their Japan- 
ese competitors, all of which make their own 
chips. It is thus not difficult to understand 
why US firms are prepared to back a consor- 
tium to make DRAMs as "anti-cartel insur- 
ance," rather than a profit-making venture. 

If the US does decide to go ahead with 
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| 
such a project, it should gain valuable in- | 7 
sights into how to conduct collaborative re- | a 
search from its two existing large-scale con- | Ps 

sortiums. | 
One of these, Sematech, has yet to get |. 
going in earnest. Designed primarily to pro- | 

mote semiconductor equipment and mate- | 
rials suppliers, Sematech is jointly funded — | 
to the tune of US$100 million a year each - = -d 

by US taxpayers and industry. B 
The other US research consortium, : | 
Microelectronics and Computer Technology | 
Corp. (MCT), has been in business for five | 

years. Like the chip consortiums, it was a 
up in response to a perceived threat from the | | : 

| 

| 

| 

| 

i 

| 

| 

| 

| 





Japanese, in this case, the Fifth Generation |... 
Computer project (REVIEW, 22 Dec. '88), 
which Miti launched in 1981. IW 

It is funded by the private sector, and ac- |. 
cording to consortium chairman Grant | - 
Dove, its mission is to help "our nation in- |. 
crease [its] competitive edge in the world 
marketplace." 

To this end, MCT has altered its research. |. 
goals to emphasise the short-term. The most |... 
successful of its five current programmes to 
date concentrates on semiconductor packag- |. : 
ing, for which it has recently developed a |. 
laser bonding system. E 

In addition to the Fifth Generation pro- |. 
ject, there are also some other successful Ja- 
panese examples of cooperative research |. 
which are likely to elicit a response from the. | _ 
US. Perhaps the most significantis Mit'sOp- |. . 
tical Measurement and Control System pro- | 
ject, widely credited as an important factor | 
behind Japan's lead in opto-electronics. This |. - 
is a crucial field for the future becauselight |. 
has the potential to drive much faster 
machines. E 

Although the project officially ended in |... 
1985, it continues in modified form with the | 
support of the Japan Key Technology | 
Centre, a government-controlled body | 
which funds research proposals with money | 
raised from the privatisation of telecom- | 
munications and tobacco corporations. E: 

In some respects, the companies formed | 
to implement these proposals resemble the 
venture-capital backed start-ups which play 
such a vital role in the US in breaking new | 
technological ground. E 

What we have, then, is a situation where | 
the Japanese Government functions as a | 
venture capitalist, funding US-style. go- | 
ahead start-ups, while US companies band 
together to form Japanese-style catch-up 
consortiums. It will be fascinating to see | 
whether either of them is any good at t 
mimicking the other's strengths. 1 

s Bob Johnstone 
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ECON OMIES 1 


Labour militancy curbs economic growth in Taiwan and South Korea 





Spray ie TEE RUP MEE 
Jonathan Moore in Taipei 


outh Korea and Taiwan, the wonder 

economies of the late 20th century, 

are finding there is a price to pay 

for their outstanding achievements. 
These two densely populated, politically 
divided and poorly endowed East Asian 
states have been the rare success stories in or- 
thodox economic development. They have 
relied on cheap labour, long hours and sheer 
grit to yield the competitively priced exports 
which have taken their economies from 
backwater status to prominence as manufac- 
turers and traders. 

But Taiwan and South Korea are finding 
that labour unrest has hampered production 
and raised costs. Currency appreciation, 
pressed on them by the US, is paring export 
growth, which was nil in Taiwan in local cur- 
rency terms last year and is likely to be flat in 
both countries this year. Domestically, their 
huge current-account surpluses are fuelling 
inflation and pushing up real-estate and 
stock prices. 

Everyone agrees that growth i is slowing. 
South Korea’s growth rate is expected to de- 
cline from 12% for each of the past three 

years to around 8% this year, while Taiwan 
has scaled back its growth estimate to 6.8% 
this year compared with 7.1% growth in 
1988. A short, hard snap could be salutary, 
some economists think, since it would con- 
tain inflation. But a slow downward drift, 
coupled with continuing labour-manage- 
ment tension, could stunt growth for years. 

Both countries have seen substantial cur- 
rency appreciation over the past three years. 
Taiwan's dollar has appreciated 44% against 
the US dollar since the end of 1985 while the 
won has gained 3276 against the US cur- 
rency. The bulk of Taiwan's appreciation oc- 
curred during 1986 and 1987, while South 
Korea's appreciation only picked up momen- 
tum last year, when the won appreciated 
nearly 16% against the US dollar. Last yearin 
South Korea, 401 companies closed because 
of won appreciation or labour wage rises, up 
a third from the previous year, according toa 
recent survey. More worrisome was a sharp 
drop in the growth of industrial production 
in December, which indicates that currency 
appreciation may be starting to bite. 

There is no question but that both coun- 
tries are economically strong enough to with- 
stand change. They have endured worse, 
such as the world recessions brought on by 
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the oil shocks of 1974 and 1979-80. The 
biggest challenge is the ability of the political 
systems in each country to come to peace 
with more assertive labour movements and, 
in Taiwan, with a population suddenly 
aware of the damage much of the industrial 
growth has caused to the environment. 

The boom times of the mid-1980s have 
raised living standards to levels unimagina- 
ble even a decade ago. But the dramatic rela- 
xation in what had been authoritarian, 
militarised economic and political regimes 
during mid-1987 has unleashed demands 
that had been suppressed for decades. Busi- 
ness and government are still trying to come 
to grips with the new environment. But it is 
clear that labour militancy is having an im- 
pact on the two economies. 

The growth of fixed investment in South 
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Korea slowed from 13.6% in 1987 to 10.6% 
last year. At a time when companies need to 
increase capital spending to raise produc- 
tivity, itisa worrying sign. Moreover, inboth 
countries there are signs that capital may be 
prepared to wage an investment slowdown 
if not a full-fledged strike. In South Korea, 

the founder of one of the country's largest 
piano makers reported ly vowed after a bitter 


strike never again to invest in his country, 


while a director at the country's largest athle- 
tic shoe maker warns that more jobs will 
move overseas if labour continues to de- 
mand high wage increases. 

Labour costs in South Korea have risen 
15% to 20% a year over the past two years, 


The downward drift 
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Squeezed by success 


and only a bit less in Taiwan. The Federation 
of Korean Trade Unions says it will press for 
a 27% average increase this year. Wages in 
manufacturing have risen faster than aver- 
age wage movements: for the first seven 
months of 1988, the average wage increase in 
South Korea was 16.5% while manufactur- 
ing wages rose 21.2%. 

In South Korea, these increases, how- 
ever, are occurring in the midst of an unpre- 
cedented surplus of highly educated labour. 
Each year, about 400,000 high school 
graduates and more than 200,000 college 
graduates enter South Korea’s labour force, 
which should depress wage rises. Yet the 
political force of labour, especially among a 
generation too young to remember the Ko- 
rean War, is likely to keep pushing wages up 
rapidly. 

The unionisation push in South Korea 
shows few signs of abating, and arbitration 
procedures are still weak, but in the past year 
more disputes have begun to occur within a 
legal framework. The move away from la- 
bour-intensive production line jobs and to- 
wards more capital-intensive businesses, 
along with increasing overseas investment, 
leads many economists to predict that un- 
employment will begin rising in the next year 
or two. That could have serious conse- 
quences for the South Korean Government's 
informal commitment to full employment, 
and for the aspirations of a generation that 
grew up ina time of relative affluence. 


aiwan faces the opposite problem. 

Its labour market is tight, so tight 

that between 12,000 and 30,000 il- 

legal workers from Southeast Asia 
are filling jobs Taiwan workers are no longer 
willing to do. Already, construction of some 
major infrastructure projects have slowed, 
prompting a senior government official to 
say recently that the army may have to be 
called in to keep projects on schedule. 

Formosa Plastics Group, the island's 

leading industrial conglomerate, said in Jan- 
uary that it was suspending some new in- 
vestment in large part because of labour dis- 
putes. Its announcement came three weeks 
after 2,000 workers demanded higher holi- 
day bonuses. In another sign of fraying 
labour-management relations, a planned 
NTS$9 billion (US$325 million) stainless steel 
facility was cancelled at the start of February, 
with one of the project's major investors cit- 
ing unreasonable labour demands as the 
reason for the termination. 
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— Because Taiwan has a more Eapinotisd 
business structure than South Korea, it may 
eventually find an easier solution to labour 
problems. In both countries it is the large 
firms that have been hit hardest. Hyundai 
and Daewoo, the two South Korean busi- 
ness giants most involved in heavy industry, 
have had intractable labour disputes. Earn- 
ings at flagship Hyundai Motor were down 
29%, as strikes hobbled production last year. 
Since December, a series of strikes and lock- 
outs at Hyundai Heavy Industries have shut 
the world's largest shipyard and curtailed 
the company’s production of heavy machin- 
ery. In Taiwan, large state-owned enter- 
prises such as Taiwan Power and Taiwan 
Petrochemical have been affected by labour 
stoppages. 

Interviews with business, government 
and labour leaders in both countries suggest 
growing impatience from all sides with a sys- 
tem where the old rules have broken down 
and new ones are not in place. But it is in 
Taiwan that the system seems to be in more 
serious need of reform. Taiwan's labour situ- 
ation was dramatically illustrated by a wave 
of strikes before the February Lunar New 
Year. Workers demanded huge bonuses, 
sometimes more than their annual salaries. 
Except for the summer of 1987, in the three 
months following President Roh Tae Woo's 
liberalisation pledge, South Korea has 
largely been spared a similar outbreak of 
wildcat strikes. 

"The labour movement here is not a nor- 
mal labour movement," says Winston 
Wang, general manager of Formosa Plastics’ 
Nam Ya unit. "The problem is outside 
people with political interests . . . I think if we 
can solve the political problem the labour 
problem will take care of itself." Managers in 
both countries claim outsiders stir up trou- 
ble, but the truth is that most of the labour 
agitation is a predictable response to the end 
of four decades of repression. 


Revision of labour laws supposedly ranks - 
high on the legislative agenda of both coun- . 


tries but few legislators show much willing- 
ness to take the initiative. 

Taiwan authorities also must contend 
with a growing environmental movement. 
Local residents invaded a huge petrochemi- 
cal plant in Linyuan last October, closing it 
for four days and forcing authorities to pay 
NT$1.27 billion (US$45.68 million) in com- 
pensation to local residents for environmen- 
tal nuisance. Protests have also delayed con- 
struction of the island’s fifth and sixth naptha 
crackers and seem likely to stop a fourth nu- 
clear reactor that the goverment says it is de- 
termined to build. 

The government has clearly been caught 
off guard by the protests, but in mid-Feb- 
ruary protesters who attempted to shut- 
down Linyuan again were turned away 
without any promises of compensation. Of- 
ficials trumpeted the action as a demonstra- 
tion of the government's determination to 
take a harder line against protests. They say 


16 MARCH 1989 





they will no longer pay compensation but 
willendeavour instead toclean up the island. 

The Taiwan Government has promised 
to spend heavily on pollution control and in- 
frastructure development which its says will 
ameliorate most of the island’s environmen- 
tal problems over the next three to five years. 
Moreover, dirty industries are no longer wel- 
come. “We cannot afford to have labour-in- 
tensive, energy-intensive, pollution-inten- 
sive industries,” says Frederick Chien, chair- 
man of the Council for Economic Planning 
and Development, who estimates that pollu- 
tion controls will add roughly 20% to the cost 
of most industrial projects. "If you are not 
prepared to pay the cost, we will not give you 
the approval." 


owever, the government seems 

more concerned with easing out 

the old generation of Kuomintang 

mainland political figures than in 

grappling with problems such as labour and 

the environment. Many observers think the 

government is distracted and weakened, at 

least in a relative sense, which could make it 

more difficult to solve the problems that la- 
bour and industry face. 

While domestic problems are the most 

pressing for both Taipei and Seoul, storm 


tries see inflationary pressure, capacity con- 
straints and product shortages, exacerbated 
by unsettled labour situation: all this seems 
to suggest a dramatic slowing of growth rates 
is imminent. Taiwan has kept its consumer 
and wholesale price indexes in check 
through aggressive imports, but shortages of 
raw materials, labour and land are becoming 
more common. The island’s businesses are 
bracing for power cuts that will occur sporad- 
ically for at least the next three years. 

South Korea’s consumer price index rose 
7% last year, the biggest jump since 1981, 
and policymakers face intense resistance to 
import liberalisation, especially in agricul- 
ture. But it is agricultural prices which are 
leading inflation; 1989 will see higher infla- 
tion than last year, unless the government is 
willing to face down farmers and workers. 
That is unlikely, at least in advance of the ref- 
erendum due this year to gauge public sup- 
port for the Roh administration. The run-up 
to this exercise is expected to be supported 
with an easier monetary policy. 

One factor which may cushion both 
economies is increasing domestic demand, 
fuelled by higher wages. Domestic demand 
is already starting to lead what have tradi- 
tionally been export-oriented economies, 
growing 16.6% in 1988 in Taiwan, almost 


Rising labour costs in South Korea and 


clouds are gathering on the international 
horizon. Clearly, the easy gains of the past 
three years belong to history. What South 
Koreans called the three blessings, or the 
three lows (cheap currency, low interest 
rates, and falling oil prices) have ended. 

The steep revaluation of the yen, which 
allowed both countries dramatically to accel- 
erate exports to the US since 1985, is finished. 
Worse, Washington has leaned hard on 
Seoul and Taipei to revalue their currencies, 
which they are doing grudgingly. While 
Taipei's currency may be near its peak, the 
won still has another year or two of signi- 
ficant appreciation ahead of it, unless the 
economy stumbles badly. 

Although both countries have reduced 
their reliance on the US market, it still ac- 
counts for more than 35% of each other's ex- 
ports, and a slowdown in consumer spend- 
ing in the US is still going to hurt. Both coun- 
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twice the rate of South Korea. South Korean 
Deputy Prime Minister Cho Soon recently 
said the contribution of exports to 1988 
growth declined 3.2% to 43.8% last year. He 
expects the ratio to decline to 4075 this year. 
Japan has overcome the yen shocks 
which have periodically buffeted its econ- 
omy by persuading labour to sacrifice its 
short-term interests for the good of the coun- 
try. In the past, repression in Taiwan and 
South Korea has guaranteed workers' com- 
pliance in times of crisis. There is still a strong 
sense of national identity in South Korea, but 
the Roh government also has to battle 
against a pervasive sense of distrust and 
cynicism on the part of a more militant and 
politically aware labour force. In Taiwan, a 
flexible, entrepreneurial economy may be 
able to surmount the difficulties ahead de- 
spite a government which no longer has the 
authoritarian powers of the past. " 














ECONOMIES 2 


Seoul and Taipei struggle to stay competitive 


Down different roads 


enior executives started the new year 

at the South Korean electronics firm 

Anam Industrial by pinning large 
“Challenge 500” buttons onto their blue 
company uniforms. It was the opening shot 
in a campaign to prepare the firm for appreci- 
ation of the South Korean currency to Won 
200 to the dollar by the end of next year. (The 
current exchange rate is Won 673:US$1, 
compared with Won 861 at the end of 1986.) 
“It's basically a mind-setting programme for 
managers, to get them to buy into the crisis 
we face,” says vice-president Stephen Kim. 
“We have to improve productivity, quality, 
cycle time and process automation.” 

South Korean and Taiwan manufacturers 
know that unless they adapt quickly to 
higher domestic labour costs, tougher com- 
petition from their Southeast Asian rivals 
and stiff currency appreciation, they will 
perish. "Everyone is talking about the need 
to move into higher technology products," 
says Formosa Plastics general manager 
Winston Wang in Taipei. "That's obvious 
even to a kindergartener. The question is 
how." 

The two countries have different ap- 
proaches to the question, reflecting differ- 
ences in the structure of their economies. The 
South Korean Government. is playing a 
prominent role in restructuring, while in 
Taiwan firms are largely adapting on their 
own. Seoul has pledged to assist workers 
who lose their jobs because of this industrial 
readjustment, though it has said it will no 
longer engineer mergers and industry re- 
structurings to save firms that hit hard times. 

In South Korea, restructuring is still in its 
infancy, since it was only last year that the 
won began to rise sharply, with a 15% in- 
crease against the dollar. Currency apprecia- 
tion has been sharper and faster in Taiwan, 
which endured a 41% rise in the NT dollar 
against the UScurrency in the two-and-a-half 
years following the September 1985 Plaza 
agreement, and consequently the contours 
of industrial adjustment are more visible. 

The Taiwan economy is starting to be hol- 
lowed out, with employment in manufactur- 
ing dropping while the service sector grows. 
The manufacturing sector lost 12,000 jobs last 
year, but the service sector added 104,000 
workers. Employment growth was 
strongest in financial services, where a 
buoyant stockmarket helped create 40,000 
new jobs. 

Firms in Taiwan are adopting a variety of 
strategies to deal with currency appreciation 





and a worsening labour shortage. Briefly, 
they are broken down into cost-cutting 
(especially by investing for productivity 
gains) overseas production, and an in- 
creased emphasis on generating non-operat- 
ing earnings through dealings in real estate 
and the stockmarket. 

None of these are magic solutions, but the 
result will be a significant transformation of 
the island's economy. Manufacturing will 
become more technology and capital inten- 
sive. At the lower end of the pay scale, there 
will be fewer jobs for production workers. In- 
stead, workers are likely to find service- 
sector jobs, at financial firms or retail chains. 

Fortunately, most observers believe 
Taiwan's well-educated workforce will have 
little trouble making the switch. Taiwan's 
labour market is extremely tight, so the 
move to less labour-intensive manufacturing 
comes at an opportune moment. The situa- 
tion is quite different in South Korea, which 


Surpiuses decline 





Trade 
balance 


Current 
lance 


has the unenviable anomaly of rapidly rising 
wage costs and a surplus of labour. 

Chung Shing Textile, Taiwan's second- 
largest textile manufacturer, is adopting a 
typical approach to restructuring. Itis closing 
obsolete facilities as part of a consolidation 
programme, and plans to get into the real es- 
tate business by developing and managing 
the properties that will be freed up by the 
plant closures. Chung Shing is also trying to 
divest its garment business, which employs 
almost 40% of the labour force, but accounts 
for only 20% of its industrial value added. At 
the same time, the company is investing 
heavily in the more capital-intensive polyes- 
ter and cotton-spinning business. 

The electronics sector, which makes up 
27% of total exports compared with only 14% 
for textiles and apparel, is undergoing 
dramatic change. From 1980-87 productivity 
rose 237% in electronics and electrical equip- 
ment, compared with an overall growth in 
industrial productivity of 65%, according to 
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the American Institute of Taiwan, the L 
representative office in Taiwan. During tl 
period, unit labour costs in electronics ar 
electrical equipment actually fell almost 12° 

Some companies have done even bette 
Mitac’s computer sales skyrocketed fro 
US$27 million in 1986 to US$125 million 
1988, but the company has managed to kee 
its production line steady at 200 workers. | 
president, C. S. Ho, says this year the cor 
pany expects to nearly double comput 
sales to US$230 million, yet will add on 
about 20 workers. 

Developing real estate is a favourite str 
tegy, taking advantage of a boom which hi 
seen prices more than double in the past tw 
years. Non-operating earnings soare 
among listed Tarwan companies last year, r 
flecting huge windfalls from the stock ar 
property markets. "Almost every compar 
has financial operating income," said W. 
Carr analyst Dickson Ho. "It's becomir 
more difficult to forecast annual earnings b 
cause of the growing importance of financi 
earnings." The danger, of course, is that 
drop in real estate or share prices could di 
vastate firms that are playing property an 
stockmarkets instead of concentrating o 
their core manufacturing businesses. 

Taiwan firms are also moving productic 
abroad, where they can employ the netwo 
of Overseas Chinese to run their operation 
Taiwan firms are also investing in promisir 
areas closer to home, especially electronic 
Two of the island's major semiconduck 
makers are funded by wire and cable con 
panies. One of those, Pacific Electric Wire | 
Cable Co., recently acquired an ailing Tex: 
savings and loan institution and a 50% stak 
in a Hongkong hotel project. 


he government in Taiwan is moi 
| concerned with creating a positive ei 
vironment for business and indirect 
encouraging promising sectors than in pla: 
ing a strongly interventionist role in the ma: 
ner of the South Korean Governmen 
Taiwan has identified strategic industrie 
which receive favourable tax treatmen 
Furthermore, it has a successful science pat 
which acts as a magnet for technology con 
panies, and it has several quasi-public n 
search institutions which try to encourag 
commercial applications of technologi 
Chief among these is the Industrial Techno 
ogy and Research Institute, with 4,000 en 
ployees. 

Unlike their stodgier South Korean cour 
terparts, Taiwan's institutes encourage th 
scientists who work there to set up for profi! 
and strike out on their own in the private sec 
tor. Also unlike South Korea, funding is rele 
tively easy to come by for Taiwan's techno! 
ogy entrepreneurs. One group of scientists 
which is leaving the electronics institute (th 
Electronics Research and Service Organisa 
tion) to start a semiconductor design hous 
in May, says that it has had to turn away i 
number of fundin g offers. 
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Part of the difference in the two countries 
; that there is simply more cash sloshing 
round the Taiwan economy, but part of it 
eflects the importance of smaller, more 
ntrepreneurial firms in Taiwan. Taiwan's 
Yormal funding networks are more de- 
eloped than South Korea's, where large 
orporations have tended to monopolise 
oth credit and new business development. 
^oreover, while Taiwan has dozens of ven- 
are capital firms that are run by entre- 
reneurs, South Korea's handful of venture 
apital operations have largely been set up 
n government initiative, are regulated 
trictly, and are generally staffed by people 
vith good government connections. 

The strength of Taiwan's economy, and 
vhat distinguishes it most clearly from 
'outh Korea's, is the speed and ease with 
vhich companies enter and leave business- 
s. This is particularly valuable in technology 
reas, where firms are able to seize small but 
ucrative niche markets. One Taiwan firm, 
Microtek, has become a leading developer 
ind manufacturer of microcomputer 
mulators, which are used to develop new 
nodels of personal computers. In semicon- 
luctors, Taiwan's handful of semiconductor 
Youses tend to make more specialised chips, 
ften custom designed. 

South Korean firms are still concentrating 
»n mass markets. In semiconductors, South 
Corea has placed its bets on the consumer 
'omputer chip market, such as 256-kilobit 
ind 1-megabit dynamic random access 
nemories. South Korea, Japan and the US, 
we the only three significant producers of 
hese semiconductors, which have a wide 
variety of applications. These products re- 
juire huge continuing investment, and at 
he top of the product cycle, can be im- 
nensely profitable. 

But as it is a commodity market, the 
lownturns can be punishing. Large swathes 
of the US industry were wiped out of this 
»usiness several years ago, because the Ja- 
»anese leapfrogged ahead of them when 
hey delayed investment because of weak 
narket conditions. While South Korea's 
samsung has racked up enough profits in 
the current boom to see it through the down- 
urn which is expected within the next 18 
nonths, Goldstar, Daewoo and Hyundai are 
nuch more vulnerable. 

Because they sell to large markets, South 
<orea’s huge conglomerates can also deve- 
op their own brand names, something 
Taiwan's firms find much more difficult. 
Whether it be Hyundai cars, Goldstar or 
Samsung consumer electronics, or Daewoo 
appliances, South Korea's big four hope that 
they can increase their margins and protect 
their market positions by developing con- 
sumer loyalty. 

It remains to be seen whether Taiwan's 
often anonymous niche strategy or South 
Korea's brand name mass market strategy is 
the more rugged. South Korean brand 
names are becoming world famous, but the 
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firms are often slow to act and their control of 
underlying technology, as well as their pro- 
duction of critical components, still lags. 

In South Korea, the government is play- 
ing a far more active role. The details are still 
the subject of some dispute, with the Minis- 
try of Trade and Industry (MTI) and the sci- 
ence ministry pushing for heavier funding 
and explicit industrial targeting, while Eco- 
nomic Planning Board (EPB) officials want 
government to take a more neutral ap- 
proach. In any case, the state is certain to play 
a powerful role in helping South Korean 
firms upgrade their product mix and 
technology. For example, MTI last November 
laid out a five-year programme to double 
value-added in the manufacturing sector to 
Won 20 million by 1992. It will support the 
programme with both loans and technical as- 
sistance. 


he government is also pushing firms 
| to boost their spending on research 
and development, with a goal of rais- 
ing it from 276 of GNP in 1987 to 37o in 1991. 
Rhee Sang Hee, minister of science, said in 
mid-February that the government planned 
to invest Won 1 trillion in electronics, infor- 
mation technology and biotechnology re- 
search and development over the next five 
years. 
Although South Korean planners are 
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moving towards a more market-oriented in- 
dustrial structure, much of the government's 
role amounts to an affirmative action pro- 
gramme for small and medium-sized busi- 
nesses (SMIs), commonly defined as those 
with fewer than 300 employees. Because of 
the weak financing and technology 
capabilities of SMIs, “we want to complement 
the market mechanism," says Han Duck 
Soo, director-general of small and medium 
industry at the MTI. 

The MTI is trying to get funding for a five- 
year Won 1 trillion programme to construct 
an information network designed to help 
businesses develop and use software more 
effectively, and to encourage database deve- 
lopment. The programmeis targeted at small 
businesses, which often lack market infor- 
mation. The government wants to encour- 
age private firms to establish their own re- 
search institutes, like a recently inaugurated 
footwear institute, to help smooth restruc- 
turing and technological development. Offi- 
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cials also plan to reorganise existing govern- 
ment research institutes to focus more on im- 
provements in production technology. 

It is, of course, the private sector which 
will have to implement the changes. So far, 
the prospects seem good in the more 
technologically advanced industries South 
Korea wants to emphasise, where produc- 
tivity gains are outstripping wage rises. In 
electronics, though wages rose 13% last year, 
unit labour costs actually declined 876 be- 
cause productivity surged 21%, according to 
the EPB. In textiles, however, unit labour 
costs rose 14%, as wages jumped three times 
as fast as productivity. Employment fell 2% 
in textiles while it rose 5% in electronics. 
Coincidentally, 1988 was also the first year 
electronics overtook textiles to become South 
Korea's leading export. 

South Korean policymakers look envi- 
ously at Taiwan's myriad small businesses, 
which respond to market changes with more 
flexibility. Yet despite government polices 
that include a bank (soon to be two banks) for 
SMIS, a "promotion corporation," and a vari- 
ety of other preferential support program- 
mes, small businesses have only managed to 
raise theirshare of value-added by the manu- 
facturing sector from 35% in 1980 to 39% in 
1986. 

The harsh combination of currency ap- 
preciation and a more militant and expensive 
labour force may yet accomplish what the 
government has so far failed to achieve. In 


the past year South Korean firms have 


shown signs that they are thinking more 
strategically about their businesses, and not 
simply entering every field which looks 
promising. 

Samsung, for example, is now shedding 
companies which it estimates will have a 
total of Won 1.5 trillion in turnover over the 
next three years, in order to concentrate its 
capital and management in more promising 
areas. The companies it is spinning off are 
primarily component makers or producers 
of low-margin products, such as black-and- 
white TV sets. The strategy is also a graceful 
way for Samsung to ease out many of the 
mid-level executives who will rise no higher 
in the conglomerate. 

Some South Korean officials would like to 
encourage conglomerates to shed business- 
es by offering them tax breaks, but it seems 
likely that market forces will provide a more 
powerful impetus for the country's business 
groups to concentrate their business efforts. 
Perhaps the best thing the government could 
do is demonstrate that it is serious about 
allowing firms to go bankrupt. Trade and In- 
dustry Minister Han Seung Soo spends 
much of his speech-making time telling busi- 
nessmen that they must either learn to adapt 
or go to the wall. In fact, however, there are 
still many businessmen who think the gov- 
ernment should help companies or indus- 
tries which face trouble, and the governn- 
ment has yet to prove that it really is pre- 
pared to let whole industries die. Li 
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ECONOMIES 3 


Entrepreneurs shift production to low-cost countries 
J 


Overseas attractions 


verseas investment by Taiwan and 
South Korean firms is only in its in- 
fancy, but already it is beginning to 
have a significant impact both on the two 
domestic economies and on certain South- 
east Asian nations, notably Thailand. The 
success with which Taiwan and South Ko- 
rean businesses can manage their overseas 
holdings will be critical for these nations' eco- 
nomic prospects over the next decade as they 
move from being capital importers to signi- 
ficant capital exporters. 

Most of Taiwan's investment abroad has 
been concentrated in labour-intensive indus- 
tries — a direct response to higher domestic 
labour costs and currency appreciation. The 

most popularSoutheast Asian target country 
is Thailand, where some 300-400 projects 
with a total investment of about US$1 billion 
are located. On the other hand, the most vis- 
ible South Korean projects have been aimed 
at getting closer to markets and forestalling 
protectionism, especially in the EC. 

Taiwan's entrepreneurs have been 
much quicker than their South Korean 
counterparts to move overseas. The growth 
in Taiwan's outward investment over the 
past two years has been huge, growing by 
80.5% and 113% in 1987 and 1988 respec- 
tively, according to Taiwan's Industrial De- 











; do oen anc 
m pay to peras ibus Posten in the 1980s. Boe 
2 successful, Taiwan nand South Korea have builtu 


t The future of companies i in E doe sica as dannenti: foot: * T 
m wear, and toys, will depend « on their ability to adopt: modernman- . tion: i ji 
 agement methods, including. developing: marketing skills, re- l in mitec 
search and development (R&D), and cost-cutting measures. i 
Some of the mid-sized companies may be able to handle the 
» changes better than the smaller ones. But marketforcesseemcer- . PM 
tain to push many of the less competitivefirmsoutofbusiness. — iin 
. .. Taiwan toy companies began restructuring two years . hi 
ago, when they lost about half their lucrative original equip- — ter 
ment manufacturing | (OEM) . contracts. from | foreign 
companies such as Mattel and Coleco, of the US, and Tomy of 
Japan. As a result, the level of OEM production fell from - 
.. B095 to 40% of the industry’ s output, and the value of exports of 
: the 530 eS in the Taiwan ey Manufacturers Associa- 





velopment and Investment Centre (IDIC). 

These approved investment figures, 
which put 1988's outward investment at 
US$218.7 million, probably underestimate 
the actual value by about 90%, economists 
say, since most of the investment goes out 
via unofficial channels to avoid tax. 

Indeed, estimates based on central bank 
figures show Taiwan’s actual overseas in- 
vestment in 1988 to be between US$2.2 bil- 
lion and US$3.5 billion, or equal to about 2% 
to 3% of 1988 GNP. These figures also show 
that last year outward investments surpass- 
ed inward investments for the first time. 

Both countries have loosened outward 
investment regulations in the past two years 
and the growth is likely to continue as more 
companies seek to cut labour and raw mate- 
rials costs as well as gain marketing advan- 
tages. “Three per cent [of GNP] is not a major 
amount compared with the speed of capital 
accumulation in Taiwan,” said Harry Tang, 
an investment analyst with IDIC. He said he 
was confident the amount would continue to 
increase. 

Part of the reason Taiwan’s businesses 
have moved more aggressively than South 
Korea's is because the NT dollar appreciated 
earlier than the won. But it also seems to re- 
flect the larger, more bureaucratic structure 
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S out iie T in 1988. 
| lang, executive secretary of the. TIMA, said Taiwan's 


of South Korean firms and, more generally 


the entire economy. 

The Mauritian Industry Minister Clare 
Malherbe got a quick lesson in this when h« 
visited Taipei and Seoul in January to pust 
investment in his country's flourishing ex 
port zone, which offers duty-free access t 
the EC. In Taipei he found himself meetin; 
company heads who were ready to move 
abroad; in Seoul the Ministry of Trade anc 
Industry insisted on sending him to industry 
associations where about all the bureaucrat: 
were able to offer was a cup of coffee. 

Although Taiwan has yet to legalise in 
vestment in China, there are reportedly 100. 
200 Taiwan-invested businesses already 
operating on the mainland. The companie: 
have concentrated on shoes, and to a lesser 
degree, textiles and apparel, especially along 
the coastal areas of Fujian and Guangdong 
provinces and in Shanghai, according tc 
sources in Taipei. The total investment is esti- 
mated at US$100-200 million. 


he rapid increase of investment ir 

| China has put officials in Taipei ir 
something of a quandary. Business 
leaders have called on the government tc 
draft guidelines for the investment in order 
to regularise what has become something ol 
a stampede in the past year. But for the au- 
thorities in Taipei, this would mean aban- 
doning the principle of rejecting all contact 
with the allegedly "rebel" regime in Peking. 
"We have very limited room for ma- 
noeuvre,” says Fredrick Chien, the chairman 
of the council for economic planning and de- 
velopment. "We simply cannot say we ap- 
prove [mainland investment]. On the other 
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AS: in some other industries, such as $ furniture and textes, — 
there have been efforts to strengthen organisation and coopera- . 
in the toy industry, Wang said. But these have met with 
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uch as high-priced electric toy trains and. helicopters, or toys with 
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Có; ‘one of Taiwan’s largest toy companies with 700-800 employ- 
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hand, we should not take a strong position 


and say we will punish [companies which in- 
vest in the mainland] severely. That is why 
the government position is perceived as no 
position." 

There are some large Taiwan projects 
abroad, and more are likely to be on the way 
as the island's petrochemical companies find 
themselves under siege from environmen- 
talists. USI Far East and China General Plas- 
tics are hoping to begin work on a US$300 
million joint-venture petrochemical centre, 
including a naphtha cracker, in the Philip- 
pines this year. The island's largest business 
group, Formosa Plastics, said last October 
that it will build a new U5$1.5 billion pet- 
rochemical facility in Texas. The company 
has faced protests over the proposed con- 
struction of a naphtha cracker in Taiwan. 

South Korea's overseas investments at 
the end of last year stood at US$1 2 billion, ac- 
cording to the Bank of Korea. (This figure 
only counts paid-in capital, so it grossly un- 
derstates the actual size of the investment 
projects.) In the past two years, the country’s 
large business groups have been especially 
concerned with the EC market, because 
European countries have been far quicker 
than the US to charge the South Koreans 
with dumping. The planned unification of 
the EC market in 1992 heightens South Ko- 
rean nervousness. 

Except for Hyundai, all of South Korea’s 
major business groups now have a sizeable 
manufacturing presence in Europe. Sam- 
sung has consumer electronics plants in Bri- 
tain and Portugal. Daewoo makes micro- 
wave ovens in France and is building a VIR 
plant in Northern Ireland. Goldstar has an 


assembly plant for VIRs and microwave 


ovens in West Germany and construction is 
under way for another factory in Britain. 
These are sizeable ventures; Daewoo's 
Northern Ireland plant, which is expected to 
begin production in mid-year, is a US$32 mil- 
lion project with an annual capacity of 500- 
600,000 vrrs. Goldstar’s West German plant 
makes 300,000 Tv sets and 400,000 VTRs a 
year. Moreover, where as Taiwan's busi- 
nessmen tend to invest US$1 million or US$2 
million in their ventures in China, Daewoo 


Iverseas investment grows 





has a US$13 million refrigerator plant in Fu- 
jian which can turn out 300,000 fridges a 
year. 

H. S. Corp., South Korea's largest athletic 
shoe producer, is setting up its first produc- 
tion lines abroad. When the plants in In- 
donesia and Thailand hit full capacity later 
this year they will produce 300,000 pairs of 
shoes a month, equivalentto 1275 of the com- 
pany's domestic production. 

Hyundai, South Korea's second-largest 
business group has just started producing its 
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Sonata medium-sized car at a US$250 million 
plant in Quebec, Canada, partly with a view 
to ensuring continued access to the US mar- 
ket. An affiliated US$16 million components 
factory was inaugurated at the end of Feb- 
ruary. 

But mostly, South Korean firms are in- 
creasingly attracted by the cheaper labour 
costs of Southeast Asia. Goldstar has just in- 
augurated joint-venture production facilities 
in Bangkok and a facility in Manila is sche- 
duled to swing into operation this month. 
Offshore production accounted for about 7% 
of Goldstar’s US$2.5 billion consumer elec- 


| tronics sales in 1988, but that will quadruple 


to 15% of US$5 billion in sales by 1991, ac- 
cording to company officials. 

Taiwan's tight labour market means that 
little opposition to overseas plants is likely to 
develop. But South Korea's post-Korean 
War baby boom generation is swelling the 
workforce by some 650,000 new entrants a 
year. The overseas investment, coupled with 
increasingly capital-intensive industries at 
home, is likely to cut employment growth. 
That could pose political problems — but 
businessmen say they have no choice but to 
move abroad. 

"The labour unions seem to dislike it but 
the fact is that because of the growing 
strength. of South Korean labour unions 
there will be more factories built out of South 
Korea," says H. S. Corp. director]. H. Jeong, 
whose new overseas plants will initially each 
employ 1,000 workers. "That is their fault. 
They can ask for 20% or 30% wage rises, but 
they will be killing themselves. More jobs 
will be leaving South Korea." 

u Mark Clifford and Jonathan Moore 


ee novative step for a Taiwan company. 


elsewhere. As a result of this, its OEM business fell in 1988 from 
nearly 80% of production to 10%. Sales fell by 33% and the com- 
pany made a loss. 

Lin said the company’s div ersification into electronics five 
years ago enabled it to increase its reliance on the electronics sub- 
_. Sidiary, from 50% of group revenue to 70% in the past two years. 

. Dah Yang is stepping up US marketing efforts by using a sales 
representative company to help sell Dah Yang, brand toys — anin- 






creased R&D spending from 6% to 10% of its buc get, but with a de- 
liberate strategy of sticking with what it regards as a familiar and 
stable niche of plastic mechanical toys. 

Instead of adding value by increasing technology, Dah Yang 
has focused R&D efforts on new toy and marketing design. The 
commercial success of one offspring of the design effort — a 
mechanical swimming dolphin — gives] Lin hope that the com- 
pany will at least break even in 1989. 

Finally, Dah Yangis moving some of its production offshore to 
help cut labour costs, which make up 30-40% of total costs. It will 
open a small plant in Thailand this year which will produce origi- 
nal Dah Yang battery-operated toys. PE 

In South Korea, H. S. Corp. the country's largest 
shoemaker, with output of 2.5 million athletic shoes a month 
and 18,000 employees, is planning to increase value added by 
focusing production on more specialty lines such as golf shoes 
and football boots. It will also move its more labour-inten- 
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sive. production to new plants in Indonesia and Thailand. 
Company director, J. H. Jeong, said the company, 80% of 


whose outputis under the Reebok brand name, hopes to boost ex- 
ports of the company's own brand, Le Caf, by 5076 next year, from .. 
US$20 million to US$30 million. But, he added, supplying a shot ..- 
of realism: “Do you really think a Korean brand can replace a - 


brand like N ike or Reebok?" 





"Han Duck Soc Soo, à dice of South Korea's Ministry of - 
Trade and Industry, indicated the government slineon marginal > 
companies in the midst of economic restructuring: "Ifthey arenot — 
responsive to the environment, and if they are not serious [about - 


adapting], we think about 30% [of South Korean textile and foot- 
wear companies] will go bankrupt,” he said. 

This remains to be seen. The South Korean Government's am- 
bivalence aboutletting businesses fail quickly surfaced during the 


Lunar New Year when it assisted footwear and textile companies _ 


through a holiday cash squeeze by lending them money. 
In any case, m 
mon in both countries, with higher wages forcing the closure of 72 


South Korean textile companies in the first 11 months of 1988, and e 7 
43 footwear companies in the fourth quarter last year. In Taiwan, oe 


company closures rose by 66% to 3,658 in 1988. 
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In January, deri formed a "counter-measures committee" — a 
senior: hich will study how toincrease pro- — 





market forces have made bankruptcies more com- - i 
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BANGLADESH 


A backwash of problems 


loods which devastated Bangladesh 
last year — the worstin the country's 
history — together with a surge in 
government expenditure, are cast- 
ing a lengthening shadow over the current 
year's growth prospects. The World Bank 
has predicted only 1-2% GDP growth for the 
year and government sources put it at 
around 2.5%, against a target of 6.1%. Last 
year's actual growth is likely to come out at 
3%, compared with a target of 5.1%. 

The surge in operating expenditure and 
an expected shortfall in revenue due to a 
slowing of imports, are forcing the govern- 
ment to prune drastically the annual deve- 
lopment programme (ADP). The ADP may be 
reduced from the budgeted Taka 53 billion 
(US$1.65 billion) to Taka 40 billion. The ADP 
has been revised downward each year since 
the third five-year plan was launched in July 
1985. The growth target was set at about 
5.5% annually during the plan period, but 
average growth in the past three years was 
only 3%. A substantial shortfall in the 
achievement of both physical and resource 
mobilisation targets is therefore certain. 

According to the World Bank, real invest- 
ment over the past four years remained static 
due toa fallin public expenditure in the deve- 
lopment sector, while the rise in operational 
expenditures absorbed surplus domestic 
funds which could be used for investment. 
Actual development spending, according to 
the bank, did not exceed the rate of inflation. 

The government is concerned at the slug- 
gish level of private investment in the face of 
the liberal incentives it has offered. The pri- 
vate sector's share of allocations in the third 
five-year plan is Taka 136 billion (at 1984-85 








prices), about 3576 of the plan's total deve- 
lopment outlay. But there has been about a 
40% shortfall in real terms in actual private 
sector investment during the first three years 
of the plan. 

Rural economic stagnation has become 
more acute, particularly in the second half of 
the current fiscal year (to 30 June), a planning 
commission source told the REVIEW. De- 
pressed demand has affected industrial pro- 
duction and imports have slowed. 

Recently the government and interna- 
tional agencies have been alerted to de- 
teriorating economic conditions in some 
rural areas. Based on field-level monitoring 
by non-government organisations, it seems 
that in several upozilas — the lowesttier of ad- 
ministrative unit — wage rates have fallen to 
half of last year's level. UN representatives 


Deacon" foreign reserves 
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have recommended that the government 
continue its emergency development pro- 
gramme in flood-hit areas until the end of 
March. It has also suggested that the govern- 
ment, the world food programme and non- 
government agencies should pick out the 
most affected upozilas and provide additional 
food resources to compensate for the lack of 
jobs. 

Disbursement of foreign aid during the 
current fiscal year, originally projected at 
US$1.7 billion compared with actual dis- 
bursement of US$1.64 billion in fiscal 1987-88 
and US$1.59 billion in fiscal 1986-87, is un- 
likely to be achieved. Based on the perform- 
ance during the first half of 1988-89, the dis- 
bursement shortfall is being estimated at 
more than 10%, which would make dis- 
bursement less than actually achieved in the 
previous year. This is largely due to the gov- 
ernment's inability to raise adequate match- 
ing local funds. 

One bright spot is the increasing level of 
remittances from Bangladeshi workers 
abroad. These are likely to top US$750 mil- 
lion this year, pushing the country's reserves 
to a record high of US$1.1 billion. Although 
the increasing remittances have cushioned 
the country's chronic balance-of-payments 
problems, they have not been channelled 
into productive investments. Statistics 
suggest that only about 15% of the remit- 
tances are used for importing machinery and 
transport equipment. Most goes towards 
less essential imports. 

However, the government has recently 
initiated a move to establish a welfare foun- 
dation to channel the funds towards profita- 
ble investment. = S. Kamaluddin 
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Life is what we make It. 








Making a beautiful quilt takes patience, imagination and hard work. 
n the same way, life is what we make it. 

At Komatsu, we build tools for a better life. Around the globe, Komatsu 
robots, excavators, bulldozers, presses and laser machines are working to create 
the world of our dreams. Carefully. Patiently. Piece by piece. 

We don't know how the world will look in a century, or even a decade. 
But we hope that Komatsu can add beauty to the great pattern of life. 


Tools for a Better World 


ele KOMATSU 


Head Office: 2-3-6, Akasaka. Minato-ku. Tokyo 107, Japan 
Telex: J22812 Phone: (03! 584-7111 Cable: KOMATSULTD 




















The 16-MHz COMPAQ DESKPRO 386 s. The 20-MHz COMPAQ DESKPRO 386/20e The 25-MHz COMPAQ DESKPRO 386/2 





The power-hung1 7 
shall 
hunger no more. 


Compaq presents some of the highest-performing personal computers in the world. 








* 386 -based PCs from Compaq. To meet the 
varying demands of today’s general business users 








han ever. 
For those considering 286 PCs, the COMPAQ 


DESKPRO 386s gives you an affordable high-perfor- - 


mance alternative to 286-based PCs. Based on the 
new Intel 80386SX (TM) microprocessor, it runs at 
. speed of 16-MHz — 60% faster than most 10-MHz 
286- based PCs. What’s more, you can expand its 
standard one megabyte of internal high -speed memory 
o 13 megabytes without using an expansion slot. 

ROM For people whose demanding needs have 
outgrown the capabilities of their 286 PCs, the 20-MHz 
COMPAQ DESKPRO 386/20e delivers even more power 
in less space. With cache memory and exclusive 
COMPAQ Flexible Advanced Systems (Flex) Architec- 

















ture, the 386/20e runs 25 % faster than other 20-MHz - 


non-cache 386-based PCs. And 50% faster than 
16-MHz non-cache 386-based PCs. Together with 
expansion slots, it also has high-performance features 
like VGA graphics, support for 5 14 " and 3 4 " diskette 
drives, interfaces for printers, mouse, and communi- 
cations devices. All integrated into a compact form. 

And at the top of our line is the COMPAQ 
DESKPRO 386/25, for the most demanding applica- 
lions. It comes with 300 megabytes of fixed disk 
storage which can be expanded to a total of 1.2 
gigabytes with two optional 300-/600-MB Fixed Disk 
Drive Expansion Units. Processing at a speed that’s 
50% faster than most 20-MHz 386-based. PCs, the 
COMPAQ DESKPRO 386/25 redefines the upper limits 
in personal computing. 

Only the exclusive 386- basi design 
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COMPAQ lets every component operate at optimum 


speed, ensuring compatibility with industry y-sti 
software and hardware, and providing 
be the ultimate in connectivity for high- 
network environments. — 

All this simply means is din want a 
personal computer with the powers to suit ib ied needs, 
look to COMPAQ. * — 
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COMPAQ COMPUTER ASIA 
50 Tagore Lane, #B1-04 
Singapore 2678 

Phone: 4500666, 4599977 
Telex: R551054 CQASIA 
Fax: 4592453 

HONG KONG 

Microware USA Ltd., | 
Phone: 5-471289 Telex: 89586 
INDONESIA 
P.T. Elang Mahkota Komputer, 
Jakarta, | 
Phone: 021-6000080/85 
Telex: 63651 

MALAYSIA 

Microcomputer Centre, Kuala: — 
Lumpur, Phone: 03-241 7400, 2 
Telex: 21386 < 
Penang, Phone: 04-372362 .— 
PAKISTAN | 
Computer Grophics & Systems, 

Lahore, Phone: 042-871546 

Telex: 47001 EM 
Karachi, Phone: 021-440368 = = 
Telex: 24074 ae 
islamabad, Phone: 051-853119. 
Telex: 54002 | 





PEOPLES REPUBLIC OF CHINA | 
-Computerland China, Beijing, uc 
= Phone; 1-5128330 Ju 


Telex: 211161; 

Computerport, Hong Kong, |... c 
Phone: 3-699271 Telex: 49904; 
EEKON Enterprises Ltd., : 


| . Mong Kong, Phone: 5-714028 Er : 
-. Telex: 76626 a 

— PHILIPPINES 

 Datronics, Manila, 


Phone: 02-8182703 

Telex: 23232 

SINGAPORE : 
Computer Industries, Singapore 
Phone: 2255836 Telex: 22907. 
THAILAND É 
Olympia Thai, Bangkok, 

Phone: 02-2340770 


Telex. 20191 








It simply works better. 
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World automobile industry: 
competition heats up 


Worldwide, the motor in- 
dustry continued to grow last 
year, with production of pass- 
enger cars reaching a record 
level of 34.8 million units. Yet 
a brief comparison of the 
three major sales and manu- 
facturing centres, namely 
the EC, North America and 
Japan, reveals divergent 
trends. Output went up 
slightly in both the US and 
Japan, yet it rose again sub- 
stantially in Western Europe 
as a whole. However, West 
Germany produced 0.6% 
fewer vehicles than in 1987. At 
the same time, though, Spain 
and two newly industrialised 
countries, South Korea and 
Taiwan, surged ahead. 

In 1989, demand will prob- 
ably soften worldwide. In the 
US, but also in West Ger- 
many, consumer spending is 
growing at a slower pace. 
Moreover, many prospective 
Japanese buyers. will put off 
new car purchases until 1990, 
when a sales-tax cut is due to 
go into effect, while increasing 
car ownership in European 
countries such as Spain and 
Portugal, the Pacific Basin 
and Central America will not 
be sufficient to offset the ex- 
pected drop in sales in the 
“classic” markets. 

Passenger car exports are 
still a vital factor in the overall 
performance of the sector 
in Japan and the leading 
Western European produc- 
er countries. Until fairly 
recently, the rapidly growing 
automobile industries of 
Spain, South Korea and Bra- 
zil produced almost exclu- 
sively for export; now, the 


domestic market is absorbing 
an increasing share of output. 

The world over, compe- 
tition in passenger car mar- 
kets has become much more 
intensive in recent years. 
Faced with the emergence of 
truly global markets, leading 
manufacturers have modified 
their production and market- 
ing strategies accordingly. 


which primarily supply the 
export market. 

Supported by their Euro- 
pean subsidiaries and their 
joint ventures with Japanese 
firms, US carmakers are 
currently modernising their 
plants—not least because pro- 
ducers in newly industrialised 
countries, exploiting not only 
Japanese and European manu- 
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The Japanese, for instance, 
who found themselves more 
and more constrained by 
rigid import quotas in North 
America and certain Euro- 
pean countries, have increas- 
ingly shifted production 
overseas and have moved 
upmarket to build higher- 
value-added vehicles. In- 
creasingly, “Japanese” cars 
made in the US are being 
exported. Over the medium 
term, though, the expansion 
of foreign production by 
Japanese firms is bound to hit 
capacity utilisation at their 
large-scale domestic facilities, 


facturing techniques but also 
joint marketing agreements 
with US producers, have cap- 
tured a sizeable share of the 
American small car market. 
European companies cur- 
rently face a double challenge. 
With competition intense in 
both foreign and domestic 





markets, they must cut pro- 
duction costs at their plants 


in European  high-wage 
countries. At the same time, 
they have to gear up for the 
expanded EC market that will 
emerge after 1992. Firms have 
already introduced robots; 
now, however, they are pur- 
chasing more and more com- 
ponents from outside sup- 
pliers and, at the same time, 
they are making maximum 
use of just-in-time inventory 
systems. 


German firms in good 
shape 


The Single European Mar- 
ket will add a new dimension 
to competition in the motor 
vehicle industry. Japanese 
firms are already setting up 
production facilities for 
medium-sized cars within the 
Community, above all in 
Britain. West German manu- 
facturers are probably better 
equipped to meet such a 
challenge than their French 
or Italian counterparts, who 
have for the most part been 
protected from Japanese 
competition on the domestic 
front. By contrast, German 
carmakers—whose labour 
costs are high—have been 
forced to meet the competi- 
tion from abroad head-on in 
their own home market. How- 
ever, by creating a powerful 
incentive not only to rational- 
ise production but also to 
remain at the forefront of 
automotive technology, this 
competitive pressure has 
helped West German firms to 
maintain their worldwide 
reputation for engineering 
excellence. 
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The shy market maker 


organ Stanley Asset Manage- 
ment topped Shroff's letter bag 
this week with a complaint about 
the way they were treated in 
NHERE TO PUT YOUR MONEY (REVIEW, 23 Feb.). 
3ased on net asset value (NAV) comparisons, 
he REVIEW said the firm's Thailand Fund 
ind Thai Fund Inc. were the poorest perfor- 
ners of nine funds dedicated to the Thai 
narket. Morgan’s Ean Wah Chin says the re- 
sorted NAVs were wrong and that, on a July- 
Jecember period, the Thai Fund Inc. was the 
op performer. 

Mea Culpa. Although the figures were 
nostly only slightly awry, those for the final 
hree months of 1988 for the Thai Fund Inc. 
hey were under-reported by US$1.10 in 
ach month. The correction substantially im- 
»roves the performance, as the table shows. 
"or the Thailand Fund, the year-end figures 
vere correct and the conclusion is still the 
same: a bad show. 

Shroff would still dispute Ean's claim that 
he Thai Fund Inc. is the best performing 
und. He adds in the dividend when di- 
nidends are neither included in the Stock Ex- 
'hange of Thailand (SET) index nor the other 
unds' NAVs. Sans dividend, the Thai Fund 
nc. fell 13.175, less than the Siam Fund's 
3.4% but more than the Bangkok Fund's 
2.3% over the six months. 

There is also a structural undervaluing of 
he Siam and Bangkok Funds which, when 
onsidered, puts them clearly out in front. 
joth are forced to buy foreign-registered 
hares, while the two Morgan funds and the 
thers have access to locally registered 
hares by virtue of being managed through 
Mhe Mutual Fund Co. (TMFC) as "onshore" 
unds. 

The difference is important: foreign 
hares in blue-chip Siam Cement currently 
un at a 40% premium to the local shares, 
aha Union above 30%. Yet the offshore 
unds must value these at the local market 
rice. The Siam Fund estimates that at year- 
nd, when foreign board premiums were at 
i low, its NAV would have been 3% higher if 
he premiums were counted. 

Nevertheless, the Thai Fund Inc. should 
iot have been so disparaged. Shroff spent 
veeks trying to get TMFC, which has a 
nonopoly on local mutual funds and on- 
hore foreign funds, to provide NAVs and 
»ortfolio data. Grudgingly, TMFC provided a 
our of its offices, but no stats. 

Luckily, an international broker's office in 





Jangkok could provide the NAvs. Shroff as- 


iamed they were accurate as the broker got 
hem from an equally friendly, though prob- 
ibly unauthorised, source at TMFC. 





The minor differences in the Morgan 
fund NAVs stem from either TMFC’s in-house, 
uncorrected calculations, or differences in 
the actual day reported. In the case of the 
three months that the Thai Fund Inc. NAVs 
were off by a consistent USS1.10, the broker 
received the reported figures twice. Maybe 
TMFC had the wrong numbers stuck in its 
computers for a few months. 

The whole problem could have been 
avoided if TMFC was not such a secretive, 
haughty organisation. No one says thev 
have to be friendly to journalists, but they 
similarly snub investors. NAVs for the local 









July | 1.79 

— Aug. 20. 1142. 

sent. i 2048 | 1159 1157 

Oct. 1953 19.53 1120 10.10 

Nov. | 1838 1838 | 1077 9.67 

Dec. | 77. 1722 | 1053 943 

Year-end dividend 055  —— | 029 — 
Excluding dividend | 17.22 j 1024 








Sinpinyo and Sub Thawee funds are an- 
nounced monthly, some seven to eight days 
after the value date. This should be weekly, if 
not daily, and up to date. 

Performances are not exciting. But if TMFC 
acted more openly towards investors, both 
local and foreign, maybe its baht funds 
would not trade at such a discount to NAV. 
Thai investors do not trust the company. 

It has become an, insatiable hydra. 
Everyone knows when TMEC is in the mar- 
ket; hence the SET's strong surge in January. 
Their non-trading stance sponges up liquid- 
itv, and relegation of local funds secondary 
to foreign means they are ignoring their role 
of boosting long-term investment by Thais. 

. Yet TMFC’s chief Udom Vichavabhai says 
he wants to start four or five more onshore 
foreign funds this year, as well as a real estate 
fund. This could only smother the market, 
outpacing the tight supply situation. Com- 
ing soon is a US$50 million fund from Hong- 
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kong-based Chin Tung Securities. How it 
performs will be interesting — swollen- 
headed TMFC apparently put off a Japanese 
fund proposal by insisting on full control of 
buy and sell decisions. Is it possible Chin 
Tung bowed to Udom's demands? 


Through its many vehicles, TMrCisalmost |. 
certainly the second-largest shareholder in | 
Siam Cement (SCC). SCC has apparently also. | 


been concerned about TMFC’s and other Thai 


institutions’ roles as fronts for foreigners | 
buying shares on the local board. While SCC | 


allows only 25% of its shares to be sold to for- 
eigners, via the foreign board, some brokers 
estimate that as much as another 20% could 
be held by foreigners through a Thai 
tronts. 


Rumour has it — Scc executives would | 
not comment — that the company is not | 


exactly comfortable with this. A few years 


ago the company was so worried about a | 


growing foreign contingent among its share- | 
holders that it cut its ceiling on foreign-held 
shares from 30% to 2595. 


Anothercutnow wouldbeimpracticalas | —— - 
the threat is from those buying off the foreign | : 


board, and holding no voting rights. Some 


think SCC instead might try to hold back di- | P 


vidend payments to foreigners operating |. 


through a Thai front. But this could call into | 
question TMFC's raison d'étre: to give foreign | 
ers access to the local board. 

Is SCC's worry then only academic? Or | 
could it be planning other market moves? 
There is no obvious need to raise capital, but 
the company has never been entirely forth- | 
coming about its plans and needs. 


At year end SCC's gearing was lower than | 
end-1987, but debt:equity ratio was up | 


slightly, to 0.67:1. Current liabilities have 


grown against current assets, but relative to | 
most Thai companies it is still extremely con- | 


servative. | 
But it also has several hundred million 


dollars — perhaps a billion — in mammoth | 


projects ahead, in tyres, television tubes, pet- 
rochemicals, and more construction mate- 


rials capacity. Could it be checking out how | 
many foreigners are there to support a rights | 
issue? Or is it just unhappy about voteless |^ 


foreign shareholders? 


The means the SET has to resolve this |- 
farang problem present difficulties. Floats of |. 


voteless “B” shares could quickly kill the pre- 
miums overseas investors have paid on the 


foreign board, causing them substantialloss- » 


es. Shroff hopes the SET will keep this in 
mind, and wait until greater liquidity in blue 


chips eliminates the need for the foreign | 


board. 
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BANKING 


While the world’s central bankers flock to Tokyo... 


Fed stays at home 


hat do West Germany, Cuba, In- 
W donesia and Chile have in com- 

mon? They all have central bank 
representatives stationed in Tokyo. There 
are, in fact, 10 such officials working in the 
world's most expensive capital. Three are 
from Asia, including the Philippines and 
South Korea. The Government of Singapore 
Investment Corp. has also just opened an of- 
fice. 

While diplomatic missions shrink under 
the weight of the astronomical living costs, fi- 
nancial representation in Tokyo is a growth 
industry. There is, however, one notable ex- 
ception to the trend — the US Federal Re- 
serve. 

Some would argue that the Japan-US axis 
is the most important bilateral economic link, 
especially when it comes to exchange-rate 
management. Would it not help to have a 
man in Tokyo? "We've never seen the need 
for it," says Joseph Coyne, an assistant to the 
Fed. 

Other central banks seem to think other- 
wise. West Germany's Bundesbank set up 
offices in New Yorkand Tokyo two years ago 
and the Bank of Italy opened an office in 
Japan in January. The central banks of France 


and Britain also have representatives in their 
Tokyo embassies. What is more, the Bank of 
Japan has had offices (on and off) in New 
York, London and Paris since before World 
War I and in Frankfurt and Hongkong since 
1956-57. 

Most of these representatives have little to 
do with the day-to-day problems of mone- 
tary coordination. That aspect is usually left 
to telephone “hotlines” between the differ- 
ent currency trading desks of the central 
banks. Instead, they spend most of their time 


representing their country's financial in- 


terests and gathering information about 
long-term trends. In the US case, this job is 
done in Tokyo by the financial attaché who 
comes from the Treasury Department, an in- 
stitution separate from the Fed — and occa- 
sionally at loggerheads with it. 

The point is not to suggest that the US fi- 
nancial attaché does a poor jobi in Tokvo. He 
has played an important part in spurring the 
liberalisation of the Japanese financial mar- 
kets through what used to be called the “yen- 
dollar committee.” He has also played a 
catalytic role in trying to open up the local in- 
vestment-trust industry. But the world’s fi- 
nancial markets are becoming increasingly 
integrated. Telephone lines are no substitute 
for face-to-face contact, says Hirohiko 





INVESTMENT 


Japan poised to open up its investment-trust market 


Turning the key 


group of 10 foreign financial firms 
believes it has broken through the 
thicket surrounding Japan's ¥52 tril- 
lion (US$407 billion) investment-trust mar- 
ket. Although Japan’s Finance Ministry has 
not yet committed itself to changes, the 
group emerged from a meeting at the minis- 
try on 1 March convinced that foreign fund- 
management firms would be granted li- 
cences to sell yen-denominated instruments 
to the Japanese within the next six months. 
If their optimism proves correct, the 
breakthrough will open up one of the largest 
pools of funds in the world (REVIEW, 3 Nov. 
'88). It will also provide a useful lesson to 
other foreign companies trying to crack open 
a Japanese market. 
At the moment, an informal study group 
set up by the Finance Ministry is discussing 


what changes, if any, should be made to the 
investment-trust business, which has been 
carefully nurtured by the authorities. 

On the basis of the study group's recom- 
mendations, the Finance Ministry will de- 
cide later this year how the industry should 
be modernised. If officials decide in favour of 
allowing foreign firms to enter the market, 
the non-Japanese companies will then be 
able to presenta feasibility study to show that 
they can offer a competitive service to Japan- 
ese investors. | 

The attempt to break into the investment- 
trust market, which is considered "ripe for 
redevelopment," has been run as a military- 
style campaign by Jean-Paul Renoir, chair- 


man of Shearson Lehman Hutton Asset 


Management Group-Asia (SLH). 

The funds under management have 
grown two-and-a-half times in the past three 
years. But only 14 companies, all Japanese, 


Okumura, chief economist at Nomura Re- 


search Institute, especially given the time dif- 
ference. 

"| feel it would be a very good thing to 
have someone from the Fed here," suggests 
a Western central bank representative. He 
says there are two crucial areas where finan-. 
cial policy would benefit. One is keeping an 
eye on US financial institutions overseas and 
on foreign firms in the US. 

The second is gaining a better under- 
standing of the rapid rate at which Japanese 
financial markets are being opened up. This 
year the Fed has been ordered by the US 
Congress to review progress made by Japan 
in allowing foreign brokers to compete freely 
in the yen government bond market. If it 
finds the playing field is still uneven, it can re- 
voke the US primary dealerships of the Ja- 
panese securities houses. 

Representation in Tokyo would only 
have an indirect effect on the improvement 
of monetary coordination. This is alreadv 
close and has worked reasonably well — par- 
ticularly since the crash in October 1987. Asa 
result, foreign-exchange markets have been 
less volatile and the Bank of Japan has inter- 
vened less than in 1987. 

Andastothe future, Jeffrey Garten, presi- 
dent of a New York investment bank, has ar- 
gued (REVIEW, 20 Oct. '88) that the monetary 
policy of major countries is so entwined that 
it would be a good idea if senior officials from 
Japan and West Germany were invited as ob- 
servers onto the Fed and vice versa. "That'sa 
year 2000 proposal and is not likely yet, fora 
variety of practical, political reasons," says a 
US official. u 


are licensed to offer yeninvestment-trust cer- 
tificates to Japanese investors. In contrast, 
the US mutual-fund market totalled US$416 
billion (excluding money-market instru- 
ments) in 1986 and was managed by 350 
firms, including several Japanese ones. 

However, one of the main reasons why 
the authorities are now looking at the issue is 
growing pressure from banks which want to 
enter the industry. They would pose a bigger 
threat than the foreign firms to existing Ja- 
panese fund managers. But the entry of 
Japan's banks could create potential conflicts 
of interest. If new entrants have to be al- 
lowed, it would be far better, in the eyes of 
the current players, for the "invaders" to be 
foreigninvestment-trust management firms. 

SLH brought together 10 firms which 
wanted to break into the trust market. They 
are: Jardine Fleming, DB Capital Manage- 
ment, Paribas, Schroder, Warburg, Capital 
International, Credit Suisse First Boston, 
Merrill Lynch, Scudder Stevens & Clark, and 
SLET, 

The group's case was helped by the active 
support of foreign governments. Both the 
US and Britain told the Japanese Finance 
Ministry they were interested in moves to 
open up the market. * 
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By Anthony Rowley in London 


T he decision by British-based indus- 


metuat tla MS PAS reta rum mr d br e nen à ae NA ea a APP Ue SY a E n a eA ad EPA sam ee seem nem ———— 


M trial group Harrisons & Crosfield 
E (H&C) to sell its remaining 3076 stake 
n Harrisons Malaysian Plantations (HMP) 
may notbe well received by its shareholders. 

Although H&C chief executive George 
?aul was at pains to stress that the move was 
jot a retreat from Malaysia, and that H&C is 
not “disenchanted with plantations,” ana- 
sts pointed to the substantial discount to 
market price at which Malaysia's Permodo- 
ian Nasional (PN) plus Middle Eastern and 
other investors have bought the shares. 

H&C placed 126 million shares (252 million 
after a proposed 1:1 share split) in HMP — 
Malaysia’s largest plantations group — 
through brokers Baring Securities and 
Cazenove on 2 March, at $$1.915 (99 US 
sents) each, making a total £145 million 
"US$249.6 million). PN bought one-third of 
hese (10% of HMP) and a “wide range of in- 
wernational investors," understood to in- 
*lude the Abu Dhabi Investment Authority 
and, itis believed, Kuwaiti interests. 

The sale price represented a 16.7% dis- 
*ounton the last quoted price for HMP in Sin- 
#apore immediately before the transaction. 
Asked by the REVIEW why such a substantial 
stake could not command a premium, rather 
than a discount, to market, Paul pointed out 
“hat PN already had a controlling 55% stake in 
AMP even before the deal. Only a small por- 
iion of HMP’s stock was freely tradable, he ar- 
sued. 

Paul also noted that, though on an equity 
accounting basis, H&C is entitled to £8.23 mil- 
Won of HMP’s profits for the most recent finan- 
jal year, it receives only £2.5 million on an 
after-tax dividend basis. The £145 million 
rice achieved for the sale compares very 
well with this yield, he argued. 
© London analysts did not accept this. 
Rather, they suggest that H&C agreed to sell 
*N the stake ata price which would in effect 
orevent the bumiputra institution having to 
snake a full bid for HMP. The price was 




















itched so low that if PN is technically obliged 
offer similar terms to all other HMP share- 
ders, they will be highly unlikely to ac- 
«The fact that the deal is denominated in 
ingapore dollars rather than Malaysian 
"inggit also aroused interest. This was 
Shought to reflect the reluctance of the 
Malaysian central bank (Bank Negara) to en- 
wertain a ringgit-based transaction linked to a 
ature swap into Singapore dollars. Largely 
cause of interest-rate differentials rather 
an political uncertainty, the Malaysian cur- 











Malaysian government buys into plantation group 


rice 
rency is thought likely to weaken further 
against the Singapore dollar in the near term. 

One City analyst suggested to the REVIEW 
that H&C shareholders ought to be "furious" 
about the deal. Paul said that though the deal 
had the approval of the stock exchange in 
London and did not require the approval of 
H&C shareholders, they will receive what 
is known as a Class 1 circular explaining 
it. 

Analysts were at a loss to suggest exactly 
what H&C could hope to gain from a 
friendship deal with PN, except that it might 
help in future dealings with the Malaysian 
authorities. But though H&C has recently in- 
vested in a rubber-glove factory in Malaysia, 
the focus of its future East Asian investments 
appears to lie elsewhere. 

Paul pointed out that H&C still fully owns 
London Sumatra, an Indonesian-based 
plantations company, and has majority 
stakes in two plantation groups (New Britain 

. Palm Oil Development and Kapiura Planta- 
tions) in Papua New Guinea. Furthermore, it 
intends investing more money soon in a fac- 
tory in Indonesia and a warehousing com- 
plex in Taiwan, he said. 

The money from the HMP sale will not be 
reinvested back in Asia, however. They will 


help finance investments in chemical and 
food production in Europe, including Bri- 
tain, and the US. 


Christopher Marchand writes: Booby 
prize for bungling the share placement of the 
year — H&C's $$240 million placement of its 
30% stake in Harrisons Plantations — goes to 
Rashid Hussain Securities. The Kuala Lum- 
pur stockbroker made a provisional offer of 
Harrisons stock to clients on 27 February. 
The news filtered rapidly to the market, pre- 
cipitating a drastic 12 S cent slide in Harri- 
sons’ ex-bonus share price to $2.30. 

Rashid Hussain had to call clients the next 
day to say that the share placement had been 
cancelled. Instead, British stockbrokers 
Cazenove & Co. and Baring Securities each 
placed 10% of the holding on 2 March. Per- 
nas took the 10% balance. The 5$1.915 a 
share placement price represented a 20% dis- 
count to ruling market levels before the 
placement got underway. Singapore brokers 
said the discount was excessively gener- 
ous. 
Singapore market talk, noting that British 
stockbroker James Capel had issued a buy 
recommendation on Harrisons about a week 
before the placement, said Capel was also in- 
volved. But Capel spokesmen in Singapore 
and Hongkong referred all comment to Lon- 
don, where chairman Peter Quinnen told 
the REVIEW that "the first I heard about the 
placement was when I got a phone call from 
Barings on 1 March asking about the 
rumours. We had absolutely no involve- 
ment whatsoever." E 





COMPANIES 2 


Two Asian companies battle to buy US group 


Stitching up Singer 


y hat at first looked like a greenmail- 
W ing exercise by Kuala Limpur- 
— based Berjaya Corp.’s Vincent Tan 
has turned into a gruelling battle with Stan- 
ley Ho's Semi-Tech Micro-electronics (Far 
East), for control of ssMc, the New York- 
listed consumer durables company that pro- 
duces Singer sewing machines. 

Berjaya is offering US$33 cash for each 
ssMC share. Berjaya's offer hinges on SSMC 
management not using poison pill tactics 
against a takeover. Hongkong-listed Semi- 
Tech is tendering US$34 cash for the first 
76.67% of shares submitted, and 15% prefer- 
red stock in itself for the balance. Semi-Tech's 
tender expires on 14 March unless extended, 
and Berjaya’s on 24 March. 

These bids value SSMC at some US$250 
million, once executive share options are 
converted. The most likely outcome is either 
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a clinching bid of US$35 a share or more, ora 
compromise which carves up SSMC between 
the interested parties. The interested parties 
include Paul Bilzerian, a US corporate raider 
who is at present under indictment for al- 
leged insider trading (not related to SSMC), 
and who owns 27% of SSMC, but wants only 
the furniture division. | 
Any valuation. of SSMC hinges on 
one critical intangible — the value of the 


Singer brand name. Singer is one of the S 


world's best-known trademarks in the 
lower-end of the consumer durables market, 
thanks to the company's renowned sewing, 
machines. 

But Singer has lost direction in recent 
years. The most recent figures for SSMC, 
which has been spun-off from the rest of 
Singer, show a derisory profit on US$1 billion 
turnover. In addition to sewing machines, 
SSMC also sells stoves, irons, TV sets and VCRs. 
Both Berjaya and Semi-Tech want to sell a 

















range of consumer durables under the 


Singer name. 

Semi-Tech has a two-pronged expansion 
strategy. In North America, it diversified 
from making software into computer manu- 
facturing and retailing. It bought Consumers 
Distributing, a major US catalogue order 
company last year. In China, Semi-Tech has 
a joint venture with the Shenzhen Elec- 
tronics Group to make television chips. 

SSMC has a large sewing machine plant in 
Guangdong province. A merger with Semi- 
Tech would create an integrated manufac- 
turing and retailing company, with a Singer 
product-line ranging from basic consumer 
durables to high-tech goods. Semi-Tech 
spokesman Charles Sun says Semi-Tech 
would put the Singer name on its newly de- 
veloped laptop computer. 

Berjaya, on the other hand, is in the mid- 
dle of a M$200 million (US$73.02 million) 
rights issue and corporate restructuring, 


which involves it buying 88% of Malaysia's ; 


largest lottery, Sports Toto. jaya already 
owns 48% and SSMC some 49% of Regnis, a 
joint venture company which has a strong 
rural franchise in Malaysia to sell household 
appliances. Regnis has made solid profit con- 
tributions to Berjaya and SSMC. 

Tan sees considerable potential in build- 
ing a consumer durables franchise based on 
the Singer name in China, Southeast Asia 
and Africa, Malaysian analysts say. In addi- 
tion, SSMC's manufacturing plant in the US 
would be relocated to Malaysia. 

If Semi-Tech wins, Sun says it will not 
need to hold a rights issue "in the foreseeable 
future." Its offer involves a US$185 million 
cash outlay of which US$150 million could be 
funded by debt, and the rest by internal re- 
sources. 

Berjaya has lined up bridging finance 
from the Austrian bank, Kreditanstalt. Its all- 
cash offer includes some US$180 million debt 





COMPANIES 3 


Two Philippine groups seek control of Atlas 


Sorianos under siege 


he Soriano family, for long in control 
[ of the Philippines major industrial 


conglomerate, San Miguel Corp., face 
a challenge that could see the weakening of 
their hold on another prized company, the 
copper giant Atlas Consolidated Mining and 
Development Corp. 

Not surprisingly, the challenge for con- 
trol of Atlas has come as the company has re- 
covered from several years of heavy losses 
due to week copper prices. Last year it was 
able to post a P760 million (USS35.6 million) 
profit on revenue of 24.83 billion. 

The threat to A. Soriano Corp.'s control 
over Atlas — which provides the Soriano 
family management and holding company 
more than half of its revenues through man- 
agement fees — comes from two groups. 
The first consists of stockbroking firms, ap- 
parently led by Salvador Escano of Pryce Sec- 
urities, and includes David Go Securities 
Corp. and Cualoping Securities Corp. The 
more serious threat is posed by the oil explo- 
ration firm Philippine Overseas Drilling and 
Oil Development Corp. (Philodrill). 

At least 8.9% of Atlas Consolidated's 
shares are held by stockbroking firms, close 
to A. Soriano Corp.’s. own 9.79% stake which 
allows it to maintain control of the company. 
The brokers insist they are holding the shares 
for the investing public and that their con- 
cern is for Atlas’ bottom-line, in contrast to 
the Sorianos’ concern, which, they claim, 
is almost entirely on the management 


fees A. Soriano Corp. charges the firm. 

Philodrill, though an oil exploration firm, 
has in the past few years bought four profita- 
ble industrial, mining and real estate firms. 
However, Philodrill’s profits have come 
mainly from securities trading. Leading 
Philodrill’s heavy market involvement is its 
executive vice-president Alfredo Ramos, 
who holds a major chunk of the firm’s shares 
and owns a multi-million peso chain of 
bookstores and publishing houses. 

Since January, the Philodrill Group has 
accumulated more than 2 million Atlas 
shares worth about 274 million, pushing the 
share price from the 2-23-26 levels it had held 
for months to P38. With 83 million Atlas 
shares outstanding, it needs about 8 million 
shares to elect one member of the 11-man 
Atlas board. What is worrying the Soriano 
camp is that the Philodrill group could unite 
with the stockbrokers and solicit proxies 
from Atlas stockholders for the board vote at 
the 26 April annual meeting. Even more 
threatening is the fact that Philodrill has a 
war-chest of about P200 million which it 
could use to acquire enough shares to win at 
least four more board seats. 

Although unwilling to give details of the 
stake the Philodrill group has amassed so far, 
Ramos told the REVIEW that his group "is 
good now for atleast two board seats." Some 
brokers suspect that all the publicity being 
generated overthe Philodrill-Ramos bid is in- 
tended to push up the Atlas shares, which 
are considered still underpriced with a cur- 
rent price-earnings ratio of about 4.5. 
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"and US$80 ) million equity. Other Malaysia 
investors could take up equity. Cash-rid 


Sports Toto could also be tapped for funds. 

Semi-Tech is supported by sSMC's mar 
agement, but had no previous holding i: 
SSMC. Tan owns 10% of SSMC and in, add 
tion, has the backing of Bilzerian's 27% 
Semi-Tech's bid depends on continued sur 
port from SSMC’s management. But, give 
the amount of money involved, the tempta 
tion to compromise must be strong. 

A compromise could leave Bilzerian witl 
the furniture division, Berjaya with th 
Malaysian interests and some rights to th 
brand name, and Semi-Tech with SSMC 
North American and China operations 
Whatever the result, neither Berjaya no 
5emi-Tech will be left out of pocket. Berjay. 
already shows a capital profit of some USS. 
million on its 10% holding in SSMC. SSMC wil 
pay Semi-Tech a US$10 million indemnity i 


its bid fails. i 


“Ramos is locked in for the moment, after hi 
and his group bought the shares at P38," 
stockbroker noted. "He could just be waitiny 
for the price to move up,” he suggested. 

In their campaign to attract proxie 
against the Sorianos, Philodrill and its allie: 
have been questioning the fees charged t 
Atlas by A. Soriano Corp., pointing out tha 
the management contract has allowed th 
Sorianos to charge about P140 million annu 
ally even after 1984 when Atlas was losin; 
heavily because of low copper prices. 

Atlas chairman and. president Juan d 
Ibazeta says allegations of exorbitant man 
agement fees are based on a misconceptior 
as they amount not to 3% of "gross rev 
enues," as alleged, but to 3% of "net operat 
ing revenues." Ramos pointed out to the 
REVIEW, however, that the contract stipulate: 
that the 3% fee is on "net smelting returns’ 
(the value of the copper produced less smelt 
ing charges, freight, and insurance), whict 
heclaimedis the gross sales of a mining firm. 

While taking pains to underplay loca 
press reports that he is on a collision course 
with the Sorianos, Ramos emphasized tha 
"it is definitely time to review A. Soriano': 
management contract.” The five-year man 
agement deal expires.on 11 May, and Ramo: 
is expected to seek the contract's revision, i 
not termination at the annual meeting. 

With retailing and industrial magnate 
John Gokongwei recently starting move: 
that could lead to the revival of his bid to wir 
control of San Miguel Corp. from the 
Sorianos during that firm’s stockholders 
meeting in May, the oldest Spanish-Filipinc 
business clan may have its hands full this 
year fending off rivals. 

Philodrill’s Ramos himself noted that tak 
ing on the Sorianos is no picnic. “The talk is 
that the last three people who attempted tc 
do so in Atlas ended up bankrupt,” Ramos 
quipped. “But we'll see. It may be differen’ 
this time around,” “he said. —— " 











\ lalaysia' s growth slows 
in third quarter 


> Malaysia's GDP growth slowed during the 
third quarter of 1988, the central bank 
reported. It grew at an annualised rate of 

3.5%, down from 10.5% for the previous 
quarter. The bank said the expansion of the 
economy was broad based, with strong 
external demand and internal sales. The 
Finance Ministry forecasts GDP for 1989 will 
3row at a real rate of 6%, compared with 
1.7% last year, Domestic debt for last year’s 
shird quarter was M$61.8 billion (US$22.56 
»illion), up 3.5%, while external debt was 
down 3.9% to M$24 billion for the same 
period. 


Daewoo to develop 

Burmese copper mine 

> South Korea's Daewoo group says it 
dlans to invest about US$20 million to 
develop a copper mine in Burma. 
evelopment is expected to begin next year, 
with production slated for 1992. The mine 
may yield 60,000 tonnes of copper a year, 
according to preliminary estimates. While 
2aewoo will have a majority share, the 
oroject will be a joint venture with the Korea 
«Tine Promotion Corp. Daewoo already has 
a textile factory in Burma. 


suitors open the books 

on Bank of New Zealand 

> New Zealand Finance Minister David 
-aygill confirmed on 6 March that a 
‘onsortium of the National Australia Bank 
NAB} and the Government Life Corp. was 
ieeking access to the books of the troubled 


dank of New Zealand (BNZ) before bidding — 


or the government's 87% shareholding. NAB 
vas one of two serious bidders last year, 
when the government turned down the top 
sid, by Brierley Investments. Caygill said the 
'overnment would be unlikely to agree to a 
»rice less than the Brierley bid, despite the 
^ank's provision of nearly NZ$300 million 
'US$185.8 million) extra forbad and doubtful 
lebts since December. But he did not rule 

sut such a deal. A quick sale of BNZ would 
telp Caygill in his bid to sell off NZ$2 billion 
n state asset before 31 March. 


Burma opens timber 
*oncessions to foreign bids 

» The state-owned Timber Corp. of Burma 
s offering hardwood-extraction rights on 
woislands in the Andaman Sea to all 
‘omers. This is the first time that timber 
'oncessions in Burma have been offered for 
ridding by foreign interests since 
ndependence i in 1948. The 12,860-acre 
'oncessions on the islands have a potential 


6&6 MARCH 1989 





hardwood yield totalling 70,000 tonnes. The 
corporation has even arranged inspection 
tripstotheislands on 16 March forinterested 
parties at US$500 a head. 


Court order prevents former 
Rothwells chairman travelling 
Pm One day after delivering to an Australian 
parliamentary committee its interim report 
on the collapse of the Rothwells merchant 
bank and appointing a special investigator, 
the Australian National Companies and 
Securities Commission (NCSC) won a hasty 
injuction to prevent former Rothwells 
chairman Laurie Connell leaving the 
country. 


Business indicators 
A taste for Japanese equities 


Vietnam reshuffles 
economic officials 


P» Phan Van Khai, the mayor of Ho Chi 


“Minh City which has been at the forefront of 


economic reform in Vietnam, has been 
named to head the State Planning 
Commission, the official Vietnam News 
Agency announced. Khai’s predecessor, 
Dau Ngoc Xuan, was appointed chairman of 
the State Commission for Cooperation and 
Investment, a newly created body 
responsible for attracting foreign investment 
to help revive Vietnam’s ailing economy. 


Mitsubishi affiliate to 

enter US takeover business 

P> One of Japan’s largest trading firms 
announced on 2 March its intention to follow 
aslew of top Japanese banks and investment 
houses into the US mergers and acquisitions 
business. Mitsubishi Corp. said that it had 
registered for broker-dealer status for its 
New York-based subsidiary MIC 
Consulting Inc. The tw o-year-old consulting 
firm will concentrate primarily on merger- 
related stock transactions partly, though not 
altogether, on Mitsubishi's account. 
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Philippines IMF package 
approved by Aquino 

> Philippine central bank governor Jose 
Fernandez has announced that the 
Philippine Government has agreed 
conditions for a US$1.3 billion IMF loan 
package, designed to support economic 
growth of 6.5%. President Corazon Aquino 
approved a letter of intent detailing the 
conditions, but added: "We still have to iron 
out just a few matters." The package 
includes a three-year U5$900 million 
extended fund facility and a US$400 million 
contingency credit. The IMF negotiators are 
seeking IMF board approval, and the deal is 
expected to be signed in May. 


Sino-Soviet trade 

protocol signed 

> A protocol on Sino-Soviet trade for 1989 
was signed in Moscow on 3 March. The new 
agreement calls for a trade turnover of Sfr 4.8 
billion (US$3.05 billion), a 17% increase on 
two-way trade in 1988. Machinery and 
industrial equipment will account for 50% 
of Soviet deliveries to China. With 

the inclusion of border trade and 
enterprise-level links, total Sino-Soviet 
trade for 1989 may exceed Sfr 6 billion, 

Tass said. 


Taiwan curbs credit 

as inflation rises 

> Taiwan's central bank on 28 February 
restricted lending to real estate developers in 
abid to clamp down on property speculation 
and curb money supply. The move to 
tighten credit, while widely expected as year- 
on-year inflation climbed to 4.07% — the 
highest since August 1982 — was criticised 
by some as being too little and too late to cool 
the two year old property boom. Others 
warned the credit tightening would invite a 
economic slowdown. Under the new rules, 
land-buying and construction loans will be 
limited in size and duration. 


Higher spending and deficits 
proposed in Taiwan budget 


> Taiwan's National Security Council on 1 
March approved a central government 
budget for fiscal 1990 (starting July 1989) that 
includes a deficit of NT$157 billion (US$5.65 
billion), NT$100 million of which will be 
financed by selling bonds. Government 
spending will be up 24.6% to NT$699.7 
billion. The increased spending and deficit 
are intended to maintain economic growth 
by boosting domestic consumption. Defence 
spending will rise 12.775, though its share of 
total spending will decline from 33.6% in 
1989 to 30.4%. 
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The rise in the US discount rate weighed 

. heavily, and the Nikkei ended slightly 
lower. Daily trading averaged 937m 
shares worth *1.2t (Us$9.4b). Machinery, 
precision-engineering issues and 
middle-priced chemical stocks all 
advanced, but steels and shipbuilders fell 
back. Japan Steel Works fell ¥200 to ¥1,150 
and Ebara rose ¥140 to ¥1,750. 


The market at first fell sharply on interest 
rate fears, but later, New York's 
steadiness, and an uneventful budget, 
meant the expected 0.5% rate rise passed 
off largely unremarked, with the index 
ending the period only slightly lower. 
Daily turnover averaged 760m shares 
worth HK$1.31b (Us$167.9m). Swire 
Pacific A rose 40 HK cents to HK$21.50. 


In a period of very heavy trading — 
volume averaging 447.6m shares a day 
valued at $$82.9m (Us$42.9m) — prices 
ended generally lower. This was despite 
tax cuts announced in the budget. 
Property stocks received a filip from the 
budget, however, and Central Properties 
rose 40 5 cents to $55.65 and Parkway 
Warrants gained 7 $ cents to $$1.68. 


Prices fell sharply in response to fears 
about foreign-interest rate changes, but 
recovered slightly after the weekend. 
Daily volume averaged 18.3m shares 


valued at M$35.2m (Us$12.9m). Plantation | 


major Harrisons Malaysia nosedived on 
news that its 30% British parent had sold 
its stake: it closed ex-bonus at M$3.08, 
down from a cum-bonus M$6.90. 


The market rose on low turnover — 566m 
shares traded worth A$874m (Us$712m) — 
as international investors reacted to the 
government-sanctioned fall in the 
Australian dollar. The mining sector was 
strong on high base metal prices, with 
BHP rising 48 A cents to A$7.58. Reports of 
a new News Corp. vehicle pushed its 
shares up A$1.10 to A$411.75. 


The recent slide was arrested on 28 
February and the market recovered 
almost all the previous period's losses. 
Most leaders ended near their highs for 
the period. Fletcher Challenge ended 21 
NZ cents (13 Us cents) higher at NZ$5.32. 
Brierley Investments was unchanged at 
NZ$1.58. Volume was 41.1m shares, 
worth N2$50.78m. 
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Active trading in oil issues pushed up the 
Manila composite index to 954.96. The rise 
was fuelled by speculation about the 
results of a test on an oil well (Galoc 1-A) 
off the island of Palawan. Daily turnover 
averaged 2.75b shares, valued at P120.9m 
(Us$5. 66m). Oriental Petroleum shares 
rose 42% to P0.075, while Alcorn 
Petroleum was 1975 higher at P 0.025. 


The market was flat, as liquidity tightenec 


and the expected mid-term assessment of 
the president loomed. Volume averaged : 
low 9.4m shares a day worth Won 225.2b 
(U5$336.1m). Slight gains in 
pharmaceuticals and food shares were 
offset by dips in mining and machinery 
stocks. Goldstar Cable lost 4.9% and 
Union Steel fell 4.476. 


Bullish investors ignored the central 
bank's credit tightening measures, and 
steady gains pushed the index through 
the 7,000 mark. Analysts attributed the 
rise to speculative buying. Volumes were 
near pre-September levels, with turnover 
averaging NT$59.9b (Us$2.15b) a day. 
Chien Tai Cement rose 14% to NT$81 and 
Hualon Textile rose 13% NT$36.50. 


Interest rate worries meant the market 
sagged on lower volume — turnover 
averaged 7.5m shares a day worth Baht 
592m (US$23.4m). Siam Cement's 
fourth-quarter results depressed 
investors, while the foreign board 
premium remained at 35-40% to the local 
price. Thai Industrial Gas jumped Baht 80 
to Baht 510. 


The index fell by more than 3% in a day 
when the budget disappointed 
expectations of investment incentives. 
Government-run financial institutions 
waded in to restore both prices and the 
government's "face" to pre-budget levels 
Century Textiles rose Rs 90 (US$5.90) to 
close at Rs 1,630. Other gainers included 
Bajaj Auto, Tisco, Mukand and ACC. 


In worryingly light trading — 160m shares 
a day on average — shares closely 
followed the bond market, with the latter 
acting as the indicator that alternately 
inflamed and the soothed underlying 
inflation and interest rate fears. The Dow 
Jones Industrial Average see-sawed, but 
ended higher on merger-related buying i 
entertainment stocks. 
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-ASSIFIED ADVERTISEMENTS 





Property 












For further details contact: 


: WEALDEN HOUSE 
FREE RELOCATION SERVICE 


—For properties in the U.K. We have a 
< comprehensive portfolio of properties 
throughout the U.K. Full property man- - 


ement services also available. 


| Birdbrook, Stonegate, Wadhurst, East 


Sussex, England. TN57EU 
. Tel: 0435 883517, Fax: 0892 515789, 
" Telex: 9312102325 TWG 













] tcc Opportunity 


Restaurant/Lounge on Beach, Gulf 
Shores, Alabama. Seats 135; very 
pular resort area on Gulf of 
ic Mexico: fishing/sailing/golf spec- 
- "tacular beaches, Gross sales 
© $650K; increasing annually. $1.1- 
< Mil w/real estate. Business Invest- 
< ment Group: KEN SPENCER, 200 
oE Gov't St, Pensacola, FLA 32501, 
USA. FAX: 904-438-3304. 











For Sale in U.S.A. 


A floral business plus property 
and building on the Coast of 
Florida. Well-established since | 


7945 or 904-731-1187 or write: 
TANESE FLORIST, 4148 Bir- 
i rm en Jacksonville, FL 
207, US we 


+. Every spacious room soaks in the magnificent views across the 
os Pacific to the Keppel Islands. . 

Bayview Tower, a member of the Flag Inn group, dominates 
the Yeppoon business centre with 8 floors of high standard 
accommodation comprising 63 guest, family and 
interconnecting rooms. The complex which is fully 
licensed, includes a restaurant & cocktail bar; swimming 

pool, sauna and spa. 

Yeppoon, located 30 minutes by car from Rockhampton 
counts scenic beaches, an Underwater Observatory, 
Gemstone fossicking, Limestone caves, a crocodile farm, 
flora and fauna sanctuary and rainforest bushwalks among 

its coastal tourist attractions. | 


AUCTION: 30th March 19 


AT 10.30AM AT RAINE & HORNE'S AUCTION ROOM, 
2ND FLOOR, RAINE & HORNE HOUSE, 379 QUEEN STREET, BRISBANE 


Keith Moerman (07) 229 8388 








FOR AUCTION N 


A slice of the Great Barrier Reef on the mainland. 


YEPPOON ON THE CAPRICORN COAST. 























~ CALIFORNIA 


Secluded - 4900 acre ranch only 2 


| hours riorth of San Francisco. Magnifi- 
| centestate site. Adjoins Lake Sonoma. 
| Vineyard. possible, Many recreational 


uses. Contact: Joe White 


4020 Old Barn Road, Healdsburg, CA 
95448 Han 707-491 -5121 





Personai 


RARER EXECUTIVE 


Retired after buy-out, aged 42, 
and ready for next round. Former 
CEO in financial services; former 
CFO in industry, marketing and 
strategy-driven. Experienced 
globally, especially Asia. Euro- 
pean with N. American Educa- 
tion. Seeks challenge in Asia. 


} Reply to: Advertiser Box 0316, 


Far Eastern Economic Review, 
Basement, Centre Point, 181- 
185 Gloucester Rd, Hong Kong. 





If you have something 
to say... say it 
in the Classifieds! 









Courses 


The University at Queensland 
MASTER OF PUBLIC ADMINISTRATION 


A course work master's degree open to candidates with a pass © 
degree including public administration studies or work ex- 
perience. The degree can be completed full-time in one and a 

half years or part-time in three years. 
The programme. includes specialisms in policy analysis and 
evaluation; financial and personnel management; state, re- 


gional and urban government; government/business rela- | 


tions; federal/state relations; public enterprise; publie sector 
planning; administrative history law, and reform; industrial. 
relations, information ‘management: and comparative ad- 
ministration with emphasis on U.S.A., Canada, U.K., Europe, 
and Asia. | 
MID-YEAR INTAKE 1989 PLACES AVAILABLE FOR FEE 


| PAYING STUDENTS. 


For further information and handbook write to: 
Administrative Officer 
Department of Government 
The University of Queensland 
St Lucia 4067 
Brisbane 
Australia 
(Tel: 07 377 3752) 








Appointment — nice E | ] ES 





THE AUSTRALIAN NATIONAL UNIVERSITY 
PROFESSOR 
DEPARTMENT OF ECONOMICS 
RESEARCH SCHOOL OF PACIFIC STUDIES 


Applications are invited for appointment to the position of Profes- 
sor. Following the resignation of Professor M. Corden, the Research 
School of Pacific Studies seeks to appoint a Professor of Economics. 
The staff of the School's Department of Economics are involved in 
full time research and graduate student training. The appointee will 
have a distinguished research record in development economies or 
international economics and be willing to promote and participate 
in research on the economic problems of the School's region of in- . 
terest. Please obtain further particulars from the Registrar before ... 


lyin. 
APPS. Closing date: 10 May 1989. Ref: PA 23.2.2. 
Salary: A$67,309 p.a. Appointment: to retiring age 65. 


Applications should be submitted in duplicate to the Registrar, The | | 
Australian National University, GPO Box 4, Canberra ACT 2601 | 


Australia, quoting reference number and including curriculum | 


vitae, list of publications and names of at least three referees. The 
University reserves the right not to make an appointment or to ap- 
point by invitation at any time. 

The University is an equal opportunity employer. 


Readers are recommended 


to make appropriate enquiries and take appropriate advice before 
sending any money, incurring any expense or entering into a binding 
commitment in relation to an advertisement. The Far Eastern Eco- 
nomic Review shall not be liable to any person for loss or damage in- 
curred or suffered as a result of his/her accepting or offering to ac- 


cept an invitation contained in any advertisement published in the | - 


Review. 
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ocania's new 3-series trucks are now on the The utterly reliable driveline also includes a 
road to the future, building on almost a centu- new 10-speed gearbox, also available with a 
ry of truck experience. torque converter. One futuristic feature is al- 

Engines range from the nine-iter six at 210 ready tried and proven, the Computer-Aided 
hp to our tough new 14-liter V8 with Electronic Gear changing with fingertip gearshifts. 
Diesel Control, turbocharged and intercooled And perhaps best of all: An all-new interior 
to put out 470 hp. and instrument panel in all cabs. 


TRUCK TECHNOLOGY. 
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Take a special look at the prestigious high-roof 
Topline version, fitted with central doorlocks 
and power windows. 

Heavy haulage has never before been so 
easy on drivers or so profitable for truck own- 
ers. It all adds up to a new dimension in 
truck technology. 


€3) SCANIA 


Scant 








Saab-Scania AB, Scania Division 
S-151 87 Sodertalje, Sweden. 
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Doctor in the wars 


When Dr Ang Swee Chai fled Singapore in 
1977 and obtained political asylum in Britain, 
it was a terrible wrench. But she was not the 
kind of exile to settle quietly for an unobtru- 
sive new life. Instead, she exposed herself to 
dangers in Lebanon that could have broken 
less spirited figures. And now she has writ- 
ten a book about those experiences. From 
Beirut to Jerusalem has just been published in 
t Britain by Grafton and 
is scheduled to be 
| on the bookshelves 
. in Singapore and 
Malaysia this month. | 

Born in Penang in 
1948, Ang moved to 
Singapore as a child. 
After graduating from 
Singapore University, 
where she was a stu- 
dent in the medical 
school, she was on course to be one of Sin- 
gapore's much-admired breed of career 
women. She married Singapore lawyer 
Francis Khoo, and joined him after he 
fled arrest for his political activism. Thus, 
she faced the tough challenge of resuming 
her medical career in a new country. She 
took a number of relatively junior jobs 
before she was appointed senior registrar 





at St Thomas’, a major teaching hospital in- 


London. 

She resigned from the hospital in 1982 
when she heard an international appeal for 
doctors to help the wounded in Lebanon. 
Working as a low-paid war surgeon and 
charity organiser in the strite-torn country, 
she was a survivor of the Sabra and Chatila 


| camps massacre in which some 2,500 people 
_ were killed. 


Dr Ang is now in the midst of the violence 


| in Gaza where, according to her husband, 
| she is the only orthopaedic surgeon. Why 
| does she put herself in such mortal danger? 
| “I think she was influenced by her parents 
| who inculcated social responsibility in her at 
| anearly age," he says. 


| Compatriot politics 

| Young, articulate and persuasive, Hong- 
| kong surveyor Leung Chun-ving (C. Y. to 
| his friends) is one the fastest-rising political 


prodigies in the territory. He was first thrust 


| into the limelight last vear when Peking rec- 
| ognised him as tailor-made for the post of 
| secretary-general of its 175-member Basic 
| Law Consultative Committee (BLCC), set up 
| to gather public opinion on the mini-con- 
| stitution of the future special administrative 
| region. 


This 35-year-old partner in a major real- 


| estate agency is once again at the centre of 
= political attention with the recent publication 
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of the second draft of the mini-constitution. 
Leung is also an effective spokesman for the 
BLCC sub-group of 88 businessmen and pro- 
fessionals who, in pushing for a conserva- 
tive political system, maintain that Hong- 
kong is not ready for Western-style demo- 
cracy. 

Educated at the polytechnics. of Hong- 
kong and of Bristol in England, Leung not 


only sits on several government advisory - 
bodies but has long been fostering his associ-- 
ation with the mainland as a "patriotic com- - 


patriot.” He is said to have made his mark 
during the 1983-84 Sino-British negotiations 
on the future of Hongkong, advising the 
Chinese Government on the complex issue 
of land leases. 


Call for the troubleshooter 
Indian Prime Minister Rajiv Gandhi's recent 
appointment of R. D. Dhawan as officer on 


special duty in the cabinet secretariatisa clear - 


signal that heis following his mother's tactics 
in dealing with dissent and the revolts facing 
him in Congress. The return to the frontline 
of this 52-year-old bachelor, who cuts a dap- 





per figure with his moustache and well-oiled 
hair, also amounts to a vote of no confidence 
in the group of young professionals Gandhi 
had installed in the secretariat as part of the 
new-look administration. 

Dhawan, a renowned "fixer," handled all 
Indira Gandhi's affairs, including her quar- 
rels with the widow of son Sanjay who form- 
eda rival party. Heis self-effacing, incorrupti- 
ble, skilled in smoothing ruffled feathers and 
tenacious in carrying out his master’s orders. 
He even suffered brief imprisonment for his 
refusal to testify against Mrs Gandhi when 
she was ousted following the Emergency. 
After her assassination, Dhawan resigned 
because suggestions that he had compro- 
mised security arrangements made his pre- 
sence awkward for the new prime minister. 

But even after his departure, Dhawan 
helped Rajiv defuse a constitutional crisis by 
talking to the then president Zail Singh. Now 
that he is back in his old office next to the 
prime minister's, wags remark: if Dhawan 
has come, can an emergency be far behind? 
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Back to the top spot ] 
John Monjo, 57, who is due to replace Pau 
Wolfowitz as US ambassador in Indonesia 
is no stranger to Jakarta after two previous 
spells in the embassy there. He was politica 
counsellor in 1971-76 and then deputy chie 
of mission in 1982-83. 

As well as being fluent in Indonesian 
Monjo also speaks French, Japanese, ane 
Cambodian — which could all come i 
handy if Jakarta continues to be a negotiating 
centre on Indochina's future. His extensivi 
contacts in Indonesian military and govern 
ment circles will undoubtedly help him te 
follow the veiled political manoeuvres typi 
cal of Jakarta. 

The city's cocktail circuit expects a profes 
sional coolness, in.contrast to the more ebul 
lient style shown by Wolfowitz. On the othe 
hand, Wolfowitz’ own coolness and pro 
fessionalism will be called upon in his nev 
job as deputy secretary in the Pentagon ~ 
especially after the controversy over defence 
secretary nominee John Tower. 





Ascent of a survivor 

Thirteen is clearty noran unlucky number foi 
Sichan Siv, a survivor of the Cambodiar 
holocaust who walked into the White House 
on 13 February to start work as the deputy as 
sistant to the president for public liaison 
That day marked the 13th anniversary of the 
start of his escape to freedom from Pol Po 
and the Khmer Rouge. Siv, who has jus 
turned 41, is now the highest-ranking Asian 
American in the Bush administration. 

After a harrowing year under the Khmer 
Rouge when he lost his entire family excep 
for two brothers, exactly 13 years ago he 
jumped off a moving Khmer Rouge truck ir 
Battambang province and began his trek tc 
the Thai border. Siv, who worked for the 
American relief organisation CARE in Phnorr 
Penh, missed the 
helicopter evacuation 
from Phnom Penh on 
12 April 1975 — a 
scene immortalised in 
the film The Killing 
Fields. | 

Siv has travelled a 
long way to the White 
House since arriving 
in the US in June 1976 
— from his first jobs of 
picking apples and mopping floors in an ice 
cream parlour. And he has collected a Mas 
ters degree from Columbia University. 
American citizenship and membership o 
the Republican Party along the way. Siv wil 
now work on issues ranging from humar 
rights to the problems of ethnic Americans. 
"No job is too hard," he says, "if you have 
survived Pol Pot." E. 
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Christchurch in New Zealand's South Island - the most English city outside of England. And aptly name 
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LPS are now offering their second guaranteed fund, London Portfolio 
Guaranteed Company Il Ltd. The Fund's aim is to achieve a high rate of 
return through trading international futures contracts. It is registered in 
Bermuda. 


retum of an amount equal to the initial invested capital when the Fund 
matures in June 1994, 


portfolio. Furthermore they can profit from rising or falling markets. Through 
the international futures clearing broker, Cargill Investor Services Inc. (CIS), 
and the expertise of LPS in guaranteed funds, LPG II offers highly 
protessional and effective access to this key investment sector. 





combination of futures investment advisors. While past performance is no 
guarantee of the future, OPTACIS?" has selected a combination of Trading 
Advisors showing an historical compounded annual rate of return on a pro- 
forma basis of 
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Singapore true to its roots 

The implications of the debate on Singa- 
pore's national ideology [COVER sTORY, 9 
Feb.] were analysed as something "new" or 
as being almost based on Confucian think- 
ing. One canunderstand your bias in view of 
treatment meted out to your publication; but 
cool consideration could have avoided the la- 
tent sneer. 

If Singapore is 75% Chinese and 9% In- 
dian, the basic tenets of national ideology 
should strike resonance in those peoples’ 
minds. When Jawaharlal Nehru talked of 
“secularism,” though English-educated in- 
tellectuals understood it as a non-religious or 
anti-religious position, the common man un- 
derstood it as an expression of the Hindu 
way of Sarvadharma Samabhava. Prime 
Minister Lee Kuan Yew, like Nehru, has 
come round to the basic notions of his 
Chinese roots. Nehru wanted his ashes to be 
immersed in the Ganga like any devout 
Hindu. This tolerance of other faiths is al- 
ways a problem for Semitic religions like 
Christianity or Islam, which claim exclusive 
franchise status for the journey to heaven 
through their church or prophet. 

Hinduism recognises individual free- 
dom for spiritual attainment; for temporal 
matters it is communitarian. The Singapore 
Government therefore is on the right track 
and true to its Chinese/Indian roots. Demo- 
cracy in the Asian sense will still continue, as 
in India, due to this basic acceptance of plur- 
ality among people. 

Bombay Dr L. N. GODBOLE 


The People's Action Party (PAP) of Singapore 
has embarked on a campaign against Wes- 
ternisation under the guise of the so-called 
national ideology. Does the PAP government 
realise that in its war against so-called deca- 
dent Western culture it has created many un- 
desirable side-effects. 

The government laments that not 
enough young people are getting married 
and married couples are not producing 
enough babies. Yet PAP policies and actions 
produces an atmosphere which discourages 
romance, sex and erotic activities. Playboy, 
Penthouse and other similar magazines are all 
banned. Romantic movies are so severely 
censored that in the end they become un- 
romantic. 

Recently, because of poor business a few 
cocktail-lounge owners decided to provide 
floor shows featuring some girls dressed in 
bikinis. The government clamped down on 
this immediately. 

Singaporeans go all the way toJohor Baru 
for this kind of floor show. Oh boy, we are 
even more conservative than Malaysia, a 
Muslim country. 

At a seminar on infertility, doctors spoke 
about husbands not being able to produce | 
semen for analysis. Some doctors remarked - 
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tha maybe it was because Playboy maga- 


- zines were not provided to help them. 
Or perhaps they were afraid of being 

arrested for performing an “un-natural 
. act." 

In a social environment that is strongly 
anti-sex, how can you expect a lot of young 
people to get married and produce babies? 
The Special Development Unit will need 
many more Dragon years to succeed in its 
endeavours. 


X Singapore 


The artides under the title Confucius and 
Confusion [COVERSTORY, 9 Feb.] were biased 
against Singapore Prime Minister Lee Kuan 
Yew and his government. Please be fair to 
this independent-minded and admirable 
Asian statesman. He might be an authorita- 
rian leader, but heis effective, eminently suc- 
cessful and incorruptible. He has only the 
best interests of his people at heart. 

Manila FREDERICK H. TEE 
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Behind the glamorous image 

Your otherwise excellent COVER STORY on 
Asia's hotel industry [16 Feb.] was flawed 
only by a lack of balance. The scene por- 
trayed was that featured in the glossy hotel 
© brochures: the tranquil, stylish, elegance; 
the attention to detail and high quality of ser- 
vice; rooms with the comforts of home. 

The view from the other side is not so 
glamorous. lt features frustrated, over- 
worked, underpaid employees, working 
long hours in stressful and physically de- 
manding conditions. I have spent 10 years in 
the hotel business with three international 
chains and they seem the same: with a low 
priority for staff welfare, inconsistent train- 
ing, and an inability to recognise and moti- 
vate good staff to fulfil their potential. In 
short, alow emphasis on human resources at 
the expense of bottom-line financial criteria. 
| Employees are treated as variable cost 

robots. Itissad thatthere are many dedicated 
— but unhappy employees. The symptom of 
this neglect of staff welfare is the heavy turn- 
over problem, a characteristic of hotel em- 
ployment. Staff welfare is more than free 
meals and smart uniforms. I work in 
- Brunei's leading hotel, and find no “role 
- models" even among our expatriate 
.managers, and even less "leadership by 
- example." 
. The neglected employees, the very 
< people who provide the renowned service 
- bringing in good returns, were forgotten by 
.. your correspondents. The shortchanging of 
< these unsung heroes went undescribed. 
-Bandar Seri Begawan ‘HOTEL EMPLOYEE’ 
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- Fair deal for shareholders 

:- Reading your article [Sometimes a winner, 5 
< Jan.]on Genting International Ltd (GIL), itap- 
_ pears that minority shareholders will have to 
wat along while before iso can have their 


: MARCH 19 Be rx os be 


n investment ‘fread from the present “locked 


in” state. 

When the GIL shares were distributed to 
the shareholders of Genting Bhd as a di- 
vidend in 1987, we were informed that a list- 
ing for GIL was imminent and therefore the 
shares could be regarded as cash. Two years 
have since passed and the shares are still not 
listed on any stock exchange and frustrated 
minority shareholders have no avenue to 
vent their dissatisfaction. 

The management has not made matters 
easier by its policy of paying meagre di- 
vidends coupled with a large board of direc- 
tors which does very little except incur fees. 
The ratio of directors’ fees and renumeration 
to total dividends paid is inequitably high. 

GIL is still basically a strong company fi- 
nancially. It would therefore be most gentle- 
manly and logical for the Lim family to make 
a general offer to the minority shareholders. 
Alternatively, the Lims could allow an out- 
side party to make a leveraged buyout offer 
for GIL, The latter would be viable and attrac- 
tive in view of the fact that a large part of the 


company's assets is cash. 
Kuala Lumpur PATRICIA KHOO 
Author's place in the credits 


Rodney Tasker's article [16 Feb.] on the tele- 
vision serial A Dangerous Life about the fall of 
Marcos, states that the screen-writer, Aus- 
tralian playwright David Williamson, bor- 
rowed from his successful formula in The 
Year of Living Dangerously to unravel dramatic 
political events as seen through the eyes of 
a foreign correspondent. In fact, The Year of 
Living Dangerously began as a successful 
novel by Australian author Christopher 
Koch, who created the character Guy Hamil- 
ton, an Anglo-Australian correspondent in 
Indonesia. 

It is also interesting that while A Danger- 
ous Life had to be completed in Sri Lanka be- 
cause of an injunction from former Philip- 
pine defence minister Juan Ponce Enrile, 
The Year of Living Dangerously, which deals 
with the 1965 attempted coup in Indonesia, 
was filmed in the Philippines as a result of 
opposition from Jakarta. 


Canberra ANDREW GOSLING 


Need for statistical consistency 

In this day and age of data saturation, your 
readers can only trust in the accuracy of the 
statistics presented in the REVIEW; but read- 
ers should be able to expect statistical consis- 
tency, 

A chart on Indian urbanisation, with fig- 
ures supplied by the UN [23 Feb.] depicts an 
urban population of 30-40%. 

But in Reaping the harvest in the same 
issue, Salamat Ali reports that India is 80% 
rural. In some cases rounded-up estimates 
of 15-20% are insignificant to the subject; 
after all, what is 120-160 million people in a 
country the size of India? In the context of 
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Ali's report, however, the percentage of 


India’s rural (or urban) population and any 
rapid change in one direction or another is 
quite relevant and significant. If, in fact, India 
is more urban than his statistic describes and 
is becoming more so quite rapidly, maybe 
farmers’ organisations are headed for less, - 
not more, political influence at the national - 
level? | 
Disregarding this Indian case, the plea _ 
from at least this reader is for statistical con- 
sistency in your reporting. 
Port Moresby RONALD M. GRANT 
b Definitions of "urban" and "rural" are often 
imprecise. 


China's trade potential 
The article The rich China [2 Feb.] wasafine, ` 
balanced assessment of the Philippines’ deli- 

cate relations with China and Taiwan. The 
bitter-sweet relationship between China and 
Taiwan is of great interest to many Asians, - 
due to its influence on our continent 8m 


I would like to correct one error, T Ke e kad- - 





ing organisation of Filipino businessmen of 
Chinese extraction is the Federation of _ 
Filipino-Chinese Chambers of Commerce; — 
and not the non-existent “Philippine EM 


Chinese Chamber of Commerce.” Many: 


federation members are more oriented to > -- 
Taiwan than China, itis true, but our coun- = 


try's economic exchanges with China will in- 


evitably increase — as long as Peking con- — 


tinues its economic reforms. 
Cebu 
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Shipping reforms scuttied 


In his review of The Indonesian Inter-island. © > 
Shipping Industry [BOOKS, 16 Feb.] Michael = 
Westlake referred to “the spirit ofliberalisa- — 
tion and pragmatism emanating fromtheDi- .. 


rectorate-General of Sea Communications, A 
He could not be more wrong. 


Far from egging on the recent deregula- S 


tory moves — where they applied to the field 
of shipping — the Directorate-General of Sea 
Communications has been digging in its 
heels, and fighting such deregulation right 
down the line. After all, deregulation means. 
fewer applications having to be channelled 
through the directorate, and fewer per- | 
mits, for example, having to be applied - 


for from the same source. The direct re _ 


sult of this would be less income for the 
Directorate-General of Sea Communica- 
tions. 
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Correction 


Hambro Pacific is not a fund manager for Cathay 
Pacific Airways (REVIEW, 23 Feb.). Cathay's 
ultimate controlling company, John Swire & 
Sons, also no longer owns a shareholding in 
Hambro Pacific. 
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The little-known 
tribals’ war against 
Dhaka in the 
Chittagong Hill 
Tracts of 
Bangladesh is as 
much a legacy of 
history as it is the 
result of recent 
policies to 
—  — - encourage Bengalis 
to settle there. In two decades, the fighting 
has been bloody and the civilian casualties 
high. Thousands of tribal refugees have 
poured across the border into India, from 
where guerillas stage their raids. But, 
writes editor-in-chief Derek Davies, there is 
finally some hope for peace: the 
government has agreed to give the hill 
tracts a degree of autonomy as well as 
control over the local police. There are some 
doubts that this will persuade the guerillas 
to lay down their arms, though. President 
Ershad told the REVIEW that if peace can 
come to the hills, Dhaka, which has 
impressed observers with its crisis 
management of a series of recent disasters, 
can get on with the business of building its 
economy. 20 Cover photograph by Derek Davies. 
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US : Foreign Relations 

The Bush administration’s muddled 
foreign-policy agenda has left government 
leaders in Asia scratching their heads 10 
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Mending Media Fences 


Indonesian Foreign Minister Ali Alatas 
took a personal initiative to mend media 
relations during his recent visit to Australia. 
Against the background of Jakarta’s 
unhappiness with The Sydney Morning 
Herald for publishing an article in 1986 
about the business activities of members of 
President Suharto’s family, the Herald 
expressed concern to the Indonesians that 
its editor-in-chief, John Alexander, had not 
been invited to a fence-mending private 
meeting with Alatas attended by other 
senior media personalities. Alatas 
telephoned Alexander just before 
returning to Jakarta and explained it had 
been a genuine misunderstanding. As 








The battle for Jalalabad (11) 


Afghanistan : Mujahideen Offensive 
The mujahideen need to capture Jalalabad 
as much as President Najibullah needs to 
keep it — the one to establish international 
credibility, the other for the survival of his 
government 11 


Japan: Recruit Scandal 

The arrest of one of the country’s most 
eminent businessmen brings the share- 
dealing scandal closer to top political 
leaders 12 


Philippines : Logging 

Alarmed by the depletion of natural 
resources, Manila moves to control the 
felling of forests 13 


China: Dissidents 

Pro-democracy intellectuals become more 
outspoken in their attempt to pressure the 
government for more individual 

freedom 19 


recompense, he invited Alexander to a 
private meeting in Jakarta in June or July. 


Hainan Rights Withdrawn 


Hainan, the province that is supposed to 
enjoy more freedom and preferential rights 
than any other area in China, has just lost its 
authority to import cars. Without public 
warning, a government circular decreed 
that effective 1 March, all cars for import 
into Hainan would have to obtain prior 
approval from Peking. This means 

all shipments were to be turned 

away or impounded, a Hainan source 
said. 


Political Yen Loans 


Japan’s Export-Import Bank has made its 
first overtly political loan, to the Sultanate of 
Oman, as part of the country’s contribution 
“to securing the freedom and safety of the 
Gulf.” The untied loan of ¥26 billion 
(US$200.93 million) for agriculture and 
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> Hongkong: Politics 


Local observers fear the record low turnout 
in municipal polls will be used by the 
government to discourage further 
democratic reforms 26 


Taiwan: Diplomacy 
President Lee's official visit to Singapore 
wins kudos at home and abroad 28 


Burma: Election Doubts 

The promised draft election law raises fears 
that the military will continue to rule above 
a token elected parliament 28 


Japan : Education 

Proposed school reforms are likely to raise 
the hackles of neighbouring countries who 
suffered from Japanese militarism in World 
Warll 29 


Philippines : Defence 

A political row erupts over a proposed 
purchase of trainer jets from Italy for the air 
force 30 


Singapore: Law 

The banning of an eminent British lawyer 
representing a political detainee draws 
strong protests from London 31 


Islam: Salman Rushdie 

Ban on Bombay-born writer’s controversial 
book draws moderate reaction in his 
hometown and in the Muslim countries of 
Indonesia and Malaysia 32 


New Zealand : Defence 
Sweeping restructuring is recommended 
for the country’s armed forces 34 


infrastructure is also highly concessional, 
though officials decline to comment on 
whether it exceeds the 25% concessional 
element which would make it development 
aid. Unofficial sources say the loan will 
have a grace period of eight years and be 
repaid over 23 years at a rate slightly below 
long-term prime, currently 5.7%. 


Pyongyang Pique 

US scholars were surprised at the openness 
of three North Korean delegates from the 
Institute of Disarmament and Peace 
Studies at a recent conference at the 
University of Hawaii. The North Koreans 
actively sought out US academics, and 
extended an invitation to visit North 

Korea to the conservative University of 
California professor Robert Scalapino. The 
Americans were also surprised thatnone of 
the delegates wore a Kim Il Sung lapel 
button at any time during the conference. 
The North Koreans were blunt about their 
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unhappiness with China and the Soviet 
Union's warmer attitude towards South 
Korea and said that their country faced a 
dilemma as to whether or not it should 
open up more. 


Uneasy Allies 
The bitterness 

. between Cambodian 
resistance leader 

. Prince Norodom 

. Sihanouk and Thai 

. Prime Minister 

. Chatichai 
Choonhavan created 
by the latter's 
invitation to Phnom 
Penh Premier Hun 
Sen, is taking time to dissipate. During his 
forthcoming trip to Peking Chatichai 
would like to see the prince but he has 
turned down an invitation to have lunch at 
theguesthouse whereSihanoukis staying. 
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Chatichai has told the prince that since they 
are both guests in China it would not be 
proper for him to be Sihanouk's guest. 
Aides of the two men are trying to find a 
mutually acceptable formula for a 
meeting. 


Preview of the Future 


Senior Chinese naval officials have visited a 
US aircraft carrier for the first time. The visit, 
which took place in intemational waters, 
was to the USS Nimitz, which was in Asia 
in February. The Chinese navy is hoping 
to acquire an aircraft carrier. 


Swords into Ploughshares 

The cuts announced by Mongolia on 3 
March in its armed forces represent a 50% 
reduction in manpower and two of the four 
motor-rifle divisions. Armed forces 
personnel will be cut by 13,000 from an 
estimated 25,000 men. The weapons and 
equipment of the two axed divisions will be 
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moth-balled. The air force will be cut by 18 
aircraft — probably elderly MiG21s rather 
than transports or helicopters. Some 1,000 
military vehicles, 60tanksand 30 armoured — 
troop carriers are to be civilianised. 


Indochinese Opportunities 
Premier Hun Sen of the Hanoi-backed 
Cambodian Government and Vietnamese 
Vice-Premier Vo Van Kiet have been 
invited to attend a one-day conference in 
Bangkok on 28 April on trade and business 
opportunitiesin the countries of Indochina. 
Thai Prime Minister Chatichai Choonhavan 
has accepted an invitation from The Nation, 
the English-language newspaper in 
Bangkok which is sponsoring the event, to 
preside over the conference. Hun Sen’s first 
visit to Bangkok in January prompted 
concern among some allies of Thailand 
who feared it was abandoning its 
decade-long policy of supporting the 
Cambodian resistance coalition. 
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Asian policy slots still vacant in Bush team 


Going nowhere fast 





By Nayan Chanda in Washington 


hile George Bush’s first trip out- 

side North America as US pre- 

sident was to Asia, where he 

asserted US determination to 
remain a Pacific power, his administration 
has yet to draw up plans on how to go about 
it. In fact his whirlwind tour of the region — 
which began with a trip to Tokyo to attend 
Emperor Hirohito’s funeral and continued 
with visits with old friends in Peking and 
new ones in Seoul — only served to highlight 
the vacuum that exists behind the high-pro- 
file shuttle diplomacy. 

Ever since taking office on 20 January, 
Bush and Secretary of State James Baker 
have tried to assure Washington’s allies of 
the new administration’s commitment to 
their concerns by personal diplomacy. With- 
out waiting to appoint key policy advisers or 
thinking through policy options, Bush and 
Baker hit the road. 

First, Baker swept through 15 European 
countries, spending only a few hours in most 


capitals, and in five days Bush did much the 


same in Northeast Asia. While 
Baker left Europeans wonder- 
ing what the Americans were 
up to, Bush also left Northeast 
Asian leaders a bit in the dark — 
if not outright miffed as in Pe- 
king. Hasty planning and inept 
handling of Bush’s 40-hour Pe- 
king visit not only upset the 
Chinese, but also their Ameri- 
can critics. 

While Bush raised Chinese 
ire by inviting leading dissident 
Fang Lizhi to an official dinner, 
the American critics of China 
chided Bush for failing to push 
forhumanrightsinPeking.Em- 7 / 
barrassment over the Fang af- PE a 
fair was compounded by a 
senior White House official who 
tried to shift blame for the incident to the US 
Embassy and, in the process, implicitly jus- 
tified Peking’s own crude handling of the 
situation. Fang and his American escorts 
were intercepted on their way to the Bush 
dinner by security men and barred from at- 
tending. 

China’s declaration of martial law in riot- 
torn Tibet, coming close on the heels of the 
Bush visit, helped only to underline the gap 
existing between the US and China on the 
sensitive human rights issue. 
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Bush on walkabout in Peking: no substance. 


Bush’s unqualified endorsement in Pe- 
king of the proposed Sino-Soviet summit as 
“a good thing and . . . nothing detrimental 
to the interests of the United States in 
that regard" has also raised eyebrows in 
Washington. Analysts are concerned that 
Bush, by making such a remark, may have 
strengthened Peking's hand in dealing with 
Moscow without getting anything in return. 

On one of the most important issues 
raised by Bush with Chinese leaders — how 
to prevent the return to power in Cambodia 
of the Khmer Rouge, a communist guerilla 
faction backed by China — Peking was less 
than cooperative. Asked if China would ar- 
range for some Khmer Rouge leaders to be 
exiled, the Chinese simply referred Bush to 
their 1 July 1988 statement, which addressed 
the question of barring some "unacceptable" 
individuals from any future Cambodian gov- 
ernment but did not discuss their exile. In 
mid-1988, senior US officials claimed to have 
received an assurance from Peking on the 
exile question. 

The trip to Peking by Bush, who made the 
decision himself in response to a Chinese re- 
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quest, was opposed by some in the adminis- 
tration. While the opportunity for the presi- 
dent to establish early contact with Chinese 
leaders was generally welcomed, some had 
argued that such a high-level trip without 
clear-cut policy goals would not be in Wash- 
ington’s best interests. 

A policy review of the implications of 
Sino-Soviet detente has only just begun but, 
as with many other policies under review, 
national security policy reviews have been in 
the doldrums in the absence of officials who 
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RELATIONS 


are supposed to lead them. While University 
of California professor Karl Jackson has be- 
come Asia adviser to the National Security 
Council, other key Asia positions at the State 
and Defence departments remain unfilled. 

After a long wait, Bush named Richard 
Armitage, currently assistant defence secret- 
ary for international security, as assistant sec- 
retary of state for East Asian and Pacific af- 
fairs. But during the prolonged and finally 
unsuccessful administration effort to get US 
Senate approval of John Tower as defence 
secretary, Armitage has remained on hold at 
the Pentagon and his own confirmation for 
the State Department job is still weeks away. 
Once in place, Armitage will have to decide 
whether he will change the incumbent dep- 
uty assistant secretaries, who serve as key 
aides in the decision-making process. Mean- 
while, the post of deputy assistant defence 
secretary for East Asia also remains vacant. 

Some administration officials argue that 
the Bush team has taken deliberately slow 
steps in developing its foreign-policy 
agenda. “I have been impressed by the 
thoroughness with which Baker and his as- 
sociates have been trying to de- 
velop policy options," an official 
close to Baker's inner circle said. 
That view, however, is chal- 
lenged by many foreign policy 
professionals who see Baker's 
aloof style and his tendency to 
rely on a small band of loyalists 
rather than on career officers as 
creating paralysis. 


dV 


nder rules set by 

Baker, assistant sec- 

retaries of state, who 

under former secret- 
ary of state George Shultz were 
principal architects of policy on 
the geographical areas or issues 
of their concern, now have a 
secondary policymaking role. 
While Shultz relied on professional dip- 
lomats for expertise and policy recommen- 
dations so that he could concentrate on deal- 
ing with the White House and congress, 
Baker is keen to put his own mark on foreigr 
policy, relying on close associates to handle 
all issues. 

Under Baker, assistant secretaries nc 
longer have direct access to the secretary o! 
state. They are required to send policy re 
commendations to Under-Secretary of State 
for Political Affairs Robert Kimmitt via the 
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department's policy planning bureau. Kim- 
mitt, a Bush confidant, is a lawyer without 
foreign-policy experience. As a result, the 
State Department's policy planning staff di- 
rector, Dennis Ross — an expert on the Mid- 
dle East and on East-West relations who 
served as Bush's foreign-policy adviser dur- 
ing his election campaign — has emerged as 
a key policy-formulation adviser. 

Given the small size of Ross' staff, which 
is responsible for digesting and synthesising 
a wide range of issues, the administration's 
foreign-policy review has been excruciat- 
ingly slow. Although the highest priority is 
being given to reviewing policy concerned 
with the Soviet Union and arms control, 
even the review of this critical area is not ex- 
pected to be concluded before April. 

Administration sources said that in addi- 
tion to the formulation of policy pertaining to 
Japan, policies to be adopted vis-à-vis Viet- 
nam and Cambodia have also been given a 
- high priority. The sources said recommenda- 
tions on what course to follow in resolving 
the Cambodian conflict have been under dis- 
cussion in interagency meetings. 

Pushed by congressional concern about 
the possible return to power of the Khmer 
Rouge, which was responsible for the deaths 
of perhaps millions of Cambodians during 
its rule in the late 1970s, the administration is 
said to be taking a closer look at the possibil- 
ity of a coalition government comprising 
Cambodia's two non-communist resistance 
factions and the existing Vietnamese-backed 
government in Phnom Phenh — without the 
Khmer Rouge. However, it is difficult to im- 
agine a workable policy initiative being de- 
veloped without key administration 
policymakers in place. 

Meanwhile, new nominees to ambas- 
sadorial posts in Tokyo, Peking and Seoul — 
respectively Michael Armacost, James Lilley 
and Donald Gregg — await their turn at se- 
nate confirmation hearings. Asean ambas- 
sadors in Washington, who have sought a 
collective meeting with the new secretary of 
state, are still awaiting a reply. 

While the Asia policy review appears to 
be on hold, pressure from the congress may 
force the administration to make decisions 
on some key issues. While the need for con- 
gressional approval for the Multilateral As- 
sistance Initiative to the Philippines — pro- 
posed by the former administration — has 
forced Bush to present his case to con- 
gressmen, the proposal is far from being 
finalised even among White House staffers. 
And then there is the need to get Manila’s 
agreement. 

Another Asian foreign-policy issue need- 
ing urgent attention is the proposed joint US- 
Japan development of the FSX fighter for 
Japan's defence forces. Congressional de- 
mands for a review of the whole proposal, 
and conflicts among officials in the Com- 
merce and State departments and the Penta- 
gon have indefinitely blocked any early re- 
solution of the problem. Li 
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AFGHANISTAN 


Much at stake for both sides in battle for Jalalabad 


Hint of desperation 





By Ahmed Rashid in Lahore 


he fierce rebel mujahideen assault on 

| Jalalabad, Afghanistan’s second- 

largest city, has a desperate ring to it: 

the guerillas need to capture a major city in 

order to establish a capital for their fledgeling 

interim government and show the world 

that it is more than just a government in 

name. It also needs to secure an administra- 

tive base if it is to be recognised by more than 
just Saudi Arabia, as at present. 

The Kabul regime's defence of the city has 
been spirited. President Najibullah needs to 
hold on to Jalalabad to avert a collapse in 
morale and show that the military has the 
discipline and the firepower to hold off the 
mujahideen, even without the support of the 
now-departed Soviet troops. 

The loss of Jalalabad would open a direct 
attack route to Kabul and put the capital’s 
electricity supply in danger of being cut off. 
Jalalabad is on the route from the strategic 
Khyber Pass to Kabul. 

Since the Soviets’ departure on 15 Feb- 
ruary, the mujahideen have confidently pre- 
dicted a quick victory over Najibullah’s 
army, but it is plain that the attack on 
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A lull in the fighting outside Jalalabad. 


Jalalabad, only 80 km from the Pakistan bor- 
der, has not been the predicted walkover. 
The mujahideen attack began on 5 
March, mounted by thousands of heavily 
armed guerillas from most of the seven rebel 
parties making up the alliance based in 
Peshawar, Pakistan. In the first 48 hours of 
fighting they announced they had captured 
the airport and the old section of Jalalabad, 
but it was soon apparent as heavy fighting 
continued that these claims were premature. 
The guerillas had earlier taken the garri- 
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son of Samarkhel outside the city. They also 
reportedly captured at least five tanks which 
they plan to use in the offensive. 

Kabul radio, however, claimed at least 
1,500 guerillas had been killed and that the 
Afghan air force was bombing guerilla posi- 
tions. Hundreds of guerillas wounded in the 
fighting have been seen streaming into hos- 
pitals in Peshawar. 

The mujahideen offensive has been 
made all the more difficult because Jalalabad 
is situated on a wide plain which makes a di- 
rect assault treacherous. The city is also full of 
thousands of refugees who streamed in from 
the countryside, and mujahideen shelling 
has reportedly caused heavy civilian casual- 
ties. 

The attacking mujahideen themselves 
are by no means united. The guerilla groups 
that dominate the Jalalabad region belong to 
the four fundamentalist parties of the 
Peshawar alliance which agreed to form an 
interim government in February. But there is 
also a strong contingent of the Saudi-funded 
Wahabbi group called Ahle Hadith, led by 
Maulana Jamilur Rahman, which does not 
belong to the alliance. 

Journalists returning from the area 





around Jalalabad report that Wahabbis from 
Saudi Arabia and some of the other Gulf 
states have arrived to help the Ahle Hadith. 
Reports from the Pakistan-Afghanistan bor- 
der say huge quantities of arms are being dis- 
tributed directly to the guerillas by US and 
Pakistani officials. 

Underlining the lack of unity, guerilla 
leader Abdul Haq has admitted that there is 
no agreement as yet on who will administer 
Jalalabad if it is captured, and many fear that 
guerilla groups will turn on each other to 
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fight for its control. In the neighbouring pro- 
vince of Kunar, already in mujahideen 
hands, there are at least three different ad- 
ministrations run by separate mujahideen 
groups vying for the support of the local 
people. 

The timing of the attack on Jalalabad was 
at the urging of the interim government 
which wanted a victory before the 13 March 
start of the meeting of the foreign ministers of 
the Organisation of Islamic Conference (OIC) 
in Riyadh, Saudi Arabia. The alliance’s for- 
eign minister-designate Gulbuddin Hek- 
matyar, who has visited Tehran and Riyadh, 
is demanding the Afghan seat at the OIC for 
the interim government and recognition 
from all Muslim countries. A “capital” on Af- 
ghan soil would have been persuasive. 

Saudi Arabia became the first and, thus 
far, only country to recognise the interim 
government which is dominated by pro- 
Wahabbi leaders like Hekmatyar and prime 
minister-designate Abdul Rasul Sayef. Iran 
is expected to withhold recognition for the 
time being because the Iran-based Shia Af- 
ghan groups, whom it backs, have refused to 
cooperate with the new government. Four 


cabinet posts have been left vacant for the 
Shias, but they want seven. 

Although the president-designate of the 
interim government is the moderate Seb- 
ghatulla Mujadedi, other moderate guerilla 
leaders are privately sceptical about whether 
the alliance will hold. The US, Pakistan and 
many other countries are withholding recog- 
nition until the interim government demon- 
strates that it controls some Afghan territory 
and has the ability to administer it. 


ajibullah has accused Pakistan of 
N sending its troops to aid the mujahi- 

deen — a charge Islamabad has 
denied — and has appealed to world leaders, 
including presidents George Bush and 
Mikhail Gorbachov, to help bring an end to 
the fighting. He also hinted that if pressed he 
would ask for Soviet air support from bases 
within the Soviet Union to help his ground 
forces. Moscow is already sending addi- 
tional arms to Afghanistan. Soviet diploma- 
tic efforts have continued with visits to 
Tehran and New Delhi by senior Soviet offi- 
cials while Afghan Foreign Minister Abdul 
Wakil has also been to New Delhi. 
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Recruit scandal draws nearer to top politicians 


Heads will roll 


By Charles Smith in Tokyo 


ike a typical Shakespearian tragedy, 

Japan's apparently interminable Re- 

cruit corruption scandal is turning 
into a five-act drama. The main action has 
concentrated on the third act — justended — 
and an enthralled audience awaits the fifth, 
whose climax almost certainly will be the ar- 
rest of a clutch of politicians on charges of 
bribery or breaches of the Political Funds 
Control Law. 

But the fourth act promises to move 
slowly. The Tokyo District Public Pro- 
secutor's Office, which has been master- 
minding the inquiry, seems to be taking its 
time deciding which of the leading ruling 
Liberal Democratic Party (LDP) MPs who pro- 
fited from acquiring pre-listed Recruit Co. 
shares in 1984 and 1986 were in positions 
where they could be held legally accountable 
for government decisions affecting the com- 
pany. 

The curtain fell at the beginning of this 
month on a third act that jolted the domestic 
audience with the arrest of venerable Hisashi 
Shinto, ex-chairman of Nippon Telephone 
and Telegraph (NTT), on charges of having 
been bribed by Hiromasa Ezoe, Recruit Co.'s 
founder. Even more shocking than the fall of 
one of Japan's most senior and admired busi- 
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nessmen, was the arrest on 7 March of 
Takeshi Kato, a former vice-minister of la- 
bour, on charges of having been "given the 
opportunity" to buy cheap pre-listed shares 
in Recruit Cosmos, the company's real-es- 
tate subsidiary, in return for his ministry's 
decision not to impose a legislative 
crackdown on misleading advertising in the 
company's employment opportunity 
magazines. 

Subsequently, the affair seemed to enter 
something of a lull, while prosecutors pon- 
dered taking action against senior ae 
figures. Of the politidans . 
most closely associated with 
Recruit, former prime minis- 
ter Yasuhiro Nakasone 
would represent the biggest 
catch, assuming the pro- 
secutor's office has the politi- 
cal nerve to put out an arrest 
order for him. Nakasone was 
in power in 1986 when Re- 
cruits lobbying activities 
were at their height and 
is known to have bought a 
total of 29,000 Recruit Cos- 
mos shares through sec- 
retaries and other associates 
— the most of any LDP politi- 
cian. 
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Ezoe: Nakasone links? 


Najibullah is meanwhile tightening sec- 
urity in Kabul. Most of his regime's followers 
in the capital have been heavily armed and 
he has set up a military-type regime which 
largely consists of die-hard senior members 
of his People's Democratic Party of Afghanis- 
tan. Kabul continues to suffer. There are 
acute food, fuel and power shortages and 
children are reported to have died from mal- 
nutrition. 

The regime's future could depend on its 
control of Jalalabad. If the city falls to the 
mujahideen, diplomats speculate that unrest 
in the army could trigger a coup and the new 
government could then negotiate with the 
mujahideen. However, if the guerillas fail, 
Najibullah’s position for the next few 
months would be secured. In that breathing 
space, Moscow is expected to launch another 
diplomatic offensive to try and end the fight- 
ing. 

The real fear of many Afghans is that in 
that time the mujahideen interim govern- 
ment will be unable to exert its authority over 
the seven parties in the Peshawar alliance as 
well as the eight parties in Iran and the other 
disparate guerilla bands. » 


Recruit chairman Ezoe's appointment to 
serve on two of Nakasone's special commit- 
tees on education reform has been cited as 
evidence of bribery or at least of undue influ- 
ence by Nakasone on government decisions 
in return for financial favours. Both groups 
were concerned with issues directly affecting 
Recruit's business of publishing educational 
and employment opportunity magazines. 
But Nakasone has repeatedly denied that he 
helped to select committee members. He 
claims his responsibility ended with decid- 
ing what kinds of issues should be handled. 

More crucial than the circumstances sur- 
rounding Ezoe's membership of education 
reform groups may be the suspicion that the 
former prime minister had a hand in promot- 
ing a complicated arrangement under which 
NTT purchased supercomputers from the US 
company, Cray Research, for resale to Re- 
cruit. Nakasone has admitted that he was an- 
xious to see NIT buy US supercomputers as 
one means of lowering trade 
friction with the US and that 
he actually told former US 
president Ronald Reagan in 
May 1987 that such a pur- 
chase was imminent. From 
this point on, however, the 
facts become hard to estab- 
lish. 

Nakasone claimed in a 
press conference on 27 Feb- 
ruary that when he men- 
tioned a possible NTT order in 
May 1987 he was reminding 
Reagan of an order the com- 
pany had placed already fora 
Cray computer which was 
not resold to Recruit. Japan- 
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ese media reports say this could hardly be so 
since Nakasone had referred to the order in 
question at least a year earlier in a press con- 
ference in New York. The computer men- 
tioned in the 1987 summit meeting with 
Reagan "must" have been the fourth and last 
machine bought by NTT, which was one of 
two the company resold to Recruit, the 
media argues. If Nakasone knew of this in 
advance, his role in the affair at least seems to 
bear further investigation. 

If Nakasone is spared, as some media re- 
ports suggest is likely, at least one other 
senior member of his faction looks a likely 
candidate for arrest. Speculation centres on 
Takao Fujinami, who was Nakasone's right- 
hand man from December 1983 as chief 


cabinet secretary and head of the ruling 
party's parliamentary affairs committee dur- 
ing 1986 and 1987. Fujinami is already 
known to have bought a house in western 
Tokyo with funds provided by Recruit. He 
appears not have reported the transaction to 
the Home Affairs Ministry as should have 
been done under the terms of the Political 
Funds Control Law. 

The prosecutor's office also might have its 
eye on at least one member of the LDP faction 
headed by LDP secretary-general Shintaro 
Abe. But other ruling party factions are 
thought likely to be spared for political 
reasons. Toarrest a member of the faction led 
by Prime Minister Noboru Takeshita would 
bring the scandal too close to Takeshita him- 





PHILIPPINES 


Congress acts in bid to restrict logeing 


Forest fires 


By Rodney Tasker in Manila 


t long last, the Philippines is seriously 

trying to come to grips with the prob- 

lem of its rapidly diminishing forests. 
Faced with a doomsday scenario, in which 
the country will become a tropical moon- 
scape by the year 2000 if nothing is done 
to restrict logging, both the government and 
congress are intent on taking the political 
plunge to preserve what little forestland 
there is left. 

Those active in moves to curb logging are 
keeping an eye on Thailand, where the gov- 
ernment issued a total logging ban in January 
following a flooding and landslide disaster in 
southern Thailand. But while Bangkok is 
finding that implementing its ban is fraught 


with logistical and finance problems, a- 


poorer Manila, with less administrative 
control of its rural areas, realises that a 
similar ban would bring immense pro- 
blems. 

Nevertheless, the Philippine Senate is 
discussing two proposed bills — one to con- 
fine logging to seven of the countries 73 pro- 
vinces which have more than 40% remaining 
forest cover, and the other to clamp a total 
logging ban on the country for 25 years. The 
House of Representatives has its own bill 
proposing selective logging by setting up 
ecological zones. 

Ecology and environmental care in gen- 
eral are currently the political flavours of the 
month in Manila, as they are elsewhere in 
the world, after a prolonged period of au- 
thoritarian rule during which natural re- 
sources were held hostage to the greed of the 
powerful. 

While the congressmen deliberate over 
rival legislation to halt the destruction of the 
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Philippines’ tropical forests — which now 
cover only about 20% of the land area — the 
government is planning its own campaign to 
attack the problem commercially. Energy, 
Environment and Natural Resources Secret- 
ary Fulgencio Factoran told the REVIEW thata 
total logging ban, as suggested by a majority 
of senators, would be “politically painful,” 
because of the dislocation of some 220,000 
timber workers and their families, plus an 
outcry from logging com- 
panies. The government, he 
said, could not afford this 
politically and he did not 
want to devote his depart- 
ment's budget to the policing 
effort that such a ban would 
entail. 

Instead, Factoran plans to 
reduce the 103 timber licence 
holders, who now have con- 
cessions covering 4.4 million 
ha of forest, to 80 by the end 
of this year, and further to 30- 
50 at the end of 1990. This in 
itself is considered a bold 
move when it is estimated 
that forestry comprised an 
estimated P10.9 billion 
(US$511 million), or 1.58%, of the GNP in 
1987. 

Powerful timber companies are bound to 
protest and — as in Thailand — demand 
government compensation, but Factoran 
daimed that because of the issue's over- 
whelming popular support "the loggers' po- 
litical lobby has been decimated." 

Back in the senate, rival senators are 
arguing over the form the anti-logging 
legislation should take. A bill to reduce 
logging to four provinces in the northem 
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Alvarez: political mill. 


self, the media speculates. And the resigna- 
tion as finance minister of Kiichi Miyazawa 
for buying Recruit shares may spare his fac- 
tion further suffering. 

From the point of view of Takeshita him- 
self, an early conclusion to the Recruit affair, 
even if this includes the arrest of prominent 
politicians, might be better than a drawn-out 
fourth act. But Takeshita's abysmally poor 
performance in a series of recent public opin- 
ion polls suggests that his own position may 
have been fatally undermined already by Re- 
cruit. A senior LDP leader told a journalist re- 
cently that the only reason the ruling party 
had not replaced its "flat tyre" (Takeshita) 
was because all the party's spares were also 
flat. w 


island of Luzon and three in the south, tabled 
by Sen. Heherson Alvarez, was recently sent 
back for further study after 16 of the 24 
senators voted for a total logging ban for 
25 years. Yet, the political will is now 
here in Manila to stop the rape of the 
forests, and some form of legislation will 
emerge. 


Rigoberto D. Tiglao writes: Commercial 
loggers in the Philippines have been en- 
joying extremely high profit margins due 
to the low government fees and taxes and 
logging regulations have resulted in the 
rapid depletion of the country’s timber re- 
sources. 

These are just two of the conclusions of a 
recent World Bank report on the problems of 
the country’s natural-resources manage- 
ment. The confidential re- 
port, largely confirms alarms 
that the depletion of the 
country’s forestry, fisheries 
and agricultural resources 
has been at a rate that will 
leave little for the next gener- 
ation of Filipinos. 

"The licence terms and as- 
sociated regulations, the 
minimal taxes and fees re- 
lative to the value of the 
standing timber, the insecure 
tenure and the discretionary 
power of the bureaucracy 
have encouraged the [log- 
ging] operators to ‘mine’ the 
forest (or ‘cut and get out’), 
and employ bribery to obtain 
concessions and evade regulations,” the 
World Bank study says. 

The report noted that government fees 
and taxes, including the P30 (US$1.50) a m? 
forestry charge and other forms of taxes on 
logging, represent only 9-14% of the eco- 
nomic rent. “The potential annual rents on 
exported logs are estimated to be in the range 
of 2700-900 (US$35-45) a m3. Thus, the an- 
nual extraction of about 4 million m? of timber 
provides a total of P2.8-3.6 billion in poten- 
tial rents. a 


(^ 'S3HvNI3H 1 SSOP 


13 


HE GI QUN AE ATESFOES PEE S 





BRIEFING 


Asean hardens policy on 
Vietnamese boat people 

»> Asean announced on 13 March that from 
the following day Vietnamese boat people 
who arrive in most Southeast countries 
would not be regarded as refugees and 
would no longer automatically qualify for 
resettlement in the West. The Malaysian 
Foreign Ministry statement was timed to try 
and deter a mass exodus from Vietnam to 
beat the deadline on the policy, which had 
emerged following a meeting in Kuala 
Lumpur earlier in the month between both 
first asylum and resettlement countries. The 
policy is based on that adopted in 
Hongkong, which since June 1988 has been 
screening arrivals to distinguish between 
"genuine political" and "economic" 
refugeees. 


Burmese army monitors 
human-rights day 


> Armed Burmese soldiers and policemen 
patrolled the streets of Rangoon for the first 
time in more than two months on 13 March, 
during the memorial service for Maung 
Phone Maw, a student whose killing by riot 
police triggered off the mass movement for 
democracy. The opposition had declared the 
occasion human-rights day in Burma. The 
troops threatened "official reprisals" if the 
mourners also staged a street 
demonstration, but the crowds remained 
inside opposition party offices and college 
campuses. 


Cambodian resistance tries 
to improve coordination 


9» Cambodian resistance leaders 
announced in Peking the establishment of a 
High Council for National Defence under 
the leadership of Prince Norodom Sihanouk 
in order to improve cooperation and 
coordination among the three resistance 
armies. However, the move does not 
amount to a merger of the forces led by 
Sihanouk, Khmer Rouge leader Khieu 
Samphan and Khmer People's National 
Liberation Front leader Son Sann, and each 
army will remain autonomous with separate 
command and staff, Sihanouk said. He 
added that his son, Prince Ranariddh, had 
gone to Washington to press for military aid 
for his faction. 


Timorese prisoners tell 

British MPs of torture 

> During a visit to the former Portuguese 
colony of East Timor, a group of British MPs 
met prisoners who said they had been 
tortured by the Indonesian authorities. The 
prisoners, who spoke to the MPs alone, said 


14 


they had been arrested for helping the 
Fretilin guerilla movement, which has been 
fighting for East Timor’s independence since 
it became part of Indonesia in 1976. The 
prisoners said they had been given electric 
shocks, beaten and burned, but that such 
treatment had stopped since 1987. The MPs 
were surprised by the freedom of access they 
had to the province and to prisoners. 


South Korean minister 
tenders resignation 


> South Korean Government 
Administration Minister Kim Yong Kap, a 
controversial figure because of his rightwing 
views, submitted his resignation on 14 
March, blaming President Roh Tae Woo and 
opposition parties for failing to stem what he 
called the country’s leftward drift. His 
resignation is unlikely to be accepted, but 
Kim's action has provoked new concerns 
over the military establishment's reaction to 
current student demonstrations and labour 
strikes. A retired army officer who 
previously served at the Agency 

for National Security Planning (formerly 
the KCIA), Kim has often voiced the hardline 
views of army generals backing the Roh 
government. 
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Former Indonesian speaker 
criticises corruption 

> The otherwise uneventful 
commemoration of the anniversary of the 11 
March 1966 order transferring authority 
from the late president Sukarno to 
Indonesian President Suharto, then a 
general, was marred by comments made 
by a former close colleague of the 
president. Former interior minister and 
speaker of parliament Amirmachmud said 
that “bad morals, a corrupt mentality, self- 
interest and the lack of asense of belonging” 
had impeded the full implementation of 
the 11 March order, known as 
Supersemar. 
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Bhutto's Punjab opponent 


thwarts ouster bid 


» Chief Minister 
Nawaz Sharif of 
Pakistan's Punjab 
province wona vote Of w 
confidence in the state $d 
assembly on 14 March 
in a sudden move to 
outmanoeuvre the 
followers of Prime 
Minister Benazir 
Bhutto who were 
planning to oust him. Assemblymen of 
Bhutto’s party walked out, protesting that 
the snap vote was against legislative rules as 
it was not on the agenda. But Sharif, 
Bhutto's arch rival, has won his first political 
test. 





Sharif. 


Philippine Constabulary 
captures renegade major 

»> A Philippine Constabulary team 
captured Reynaldo Cabauatan, a renegade 
major and rightist rebel leader, in a Manila 
restaurant on 8 March. Cabauatan, who is 
accused of involvementin several coup plots 
against the government, will face mutiny 
charges before a military court. President 
Corazon Aquino said his capture was 
“another devastating blow” to rightwing 
rebels seeking to overthrow her 
government. Cabauatan is thought to have 
been supported by loyalists of former 
president Ferdinand Marcos, but was not 
considered a major threat to the 
government. Another rightist rebel leader, 
former colonel Gregorio Honasan, wholeda 
coup attempt in August 1987, remains at 
large. 


Taipei oppositionist 

accepts subpoena 

> Taiwan opposition legislator Ju Gau-jeng 
agreed on 11 March to attend trial at Taipei 
District Court after ignoring six subpoenas, 
pre-empting a Legislative Yuan vote on 
waiving his immunity as a legislator under a 
court request. The opposition Democratic 
Progressive Party (DPP) issued a statement 
accusing the ruling Kuomintang of 
harassing the party ahead of elections, due 
in nine months, by levying politically 
motivated charges at Ju and two other DPP 
politicians. On 11 March, police arrested 
national assembly member Huang 
Chao-hui in Kaohsiung and made an 
unsuccessful attempt on 12 March to 

arrest Taipei City councilman Frank Hsieh. 
All three are being charged in connection 
with demonstrations they attended or 
organised. Ju's trial will begin on 

18 March. 
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ON MARCH 1, 
BRITISH AIRWAYS 
RELAUNCHED 
FIRST CLASS. 


IN 12 WEEKS, 

WE CHANGE 

THE CARPET 
AGAIN. 


And we change it again every 
twelve weeks thereafter. 

Not that it isn’t superb wool 
carpet. It’s simply that we un- 
derstand and respect the needs 
and expectations of you, our 
First Class passenger. 

So we have designed our new 
service totally around your 
comforts, in every detail, in 


Iz 


EXE every area, on the ground as 


y 

well as in the air. 

Now, wouldn't it be a shame 
to spoil all that with a carpet 


Fe that’s thirteen weeks old? 
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The worlds favourite airline. 
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ETOP of the world. 


Widebody twin operators, the world is 
yours. The only high thrust turbofans with 
FAA approval for 120 minutes of twin- 
engine extended range operations (ETOP), 
have just been sanctioned by the FAA 
for 180 minutes. Which means there's a 
world of difference in the value of your | 
widebody twins powered by GE CF6-80A 
or CF6-80C2 engines and those powered 
by anything else. 

Now, instead of distance mandating the 
aircraft you schedule, the economics of 
passenger load can be the deciding factor. 

Instead of circuitous routes that cut into 
the operational savings widebody twins 
are supposed to deliver, your crews can 
fly the shortest routes anywhere over the 
seven seas. 

What's more, since the FAA's ETOP 
approval is based solely on a propulsion 
system's proven operational reliability in 
airline service, the cost of maintaining your 
world-class GE powered widebody twins 
promises to be the lowest in the industry. 

GE's phenomenal CF6-80C2. Specify 
it for your widebody twins and the world 


is yours. 





GE Aircraft Engines 
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FLY FREE 


JOIN WORLDPERKS'AND 
WELL CIVE YOU SOMETHING 


TO WRITE HOME ABOUT. 


Membership in WORLDPERKS; 
Northwest Airlines' free flight program, 
makes flying to America a most rewarding 
experience. Because with each mile you fly 
you earn credit that can be redeemed for 
free air tickets, hotel accommodations and 
car rentals. 

It's so simple, only 20,000 miles (just 
one Executive Class round-trip between 
Hongkong and New York) earns you a free 
ticket anywhere we fly in Asia. 

Or save your WORLDPERKS'travel 
awards to fly free to Hawaii, the U.S. 
mainland, Canada or even Europe. 

Your awards also offer the flexibility of 
flying when you want or even giving them to 
family or friends. 

To join simply call Northwest, sign up at 
the airport or enroll during your flight. 

WORLDPERKS; the most rewarding free 
flight program in the business. Because to 
Northwest being first is more than 
just a tradition. 

It's a commitment. 
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Intellectuals boldly speak out for freedom, democracy 





———— n ——— MM ————— — B d 


wave of ideological liberalisation is 
A. sweeping China, with outspoken in- 


tellectuals openly pressing for politi- 
cal freedom and democracy at a time when 
the Chinese Communist Party is pre-occupi- 
ed with economic problems. 

Since late 1988, prominent intellectuals 
and dissidents have held public discussions 
on such politically sensitive subjects as 
democracy and human rights, launched 
new publications on their own initiative and 
aired daring ideas in the Shanghai-based 
. World Economic Herald, the Economic Weekly 

and other liberal publications. In the second 
week of March, 42 senior scientists senta pet- 
ition to the country's leadership calling for 
more democracy, freedom of the press, 
speech and publication, release of prisoners 
of conscience and more money for educa- 
tion. 

Even the Peking Spring democratic 
movement, officially banned in 1979, is en- 
joying renewed attention with the launching 
of a campaign to release from prison the 
movement’s best known member, Wei 
Jingsheng, whois serving a 15-year sentence 
for political offences. 

Such spontaneous activities — and the 
party's passive tolerance of them so far — 
have generated much excitement and hope 
among intellectuals and artists that a Peking 
Spring-like period of free expression has ar- 
rived. But cynics ask how much longer will 
the party allow these activities to con- 
tinue and whether a crackdown will trig- 
ger another political struggle at the sid 
7 Dissident intellectuals are | 
: expected to become even more 
. outspoken with the approach of 
two events symbolising the 
- struggle for freedom and demo- 

. cacy. The events are the an- — 
. niversaries of the Chinese re- 
naissance May 4th Movement 
. in 1919 and the 1789 French 
. Revolution. Sentimental and 
charged with a strong sense of 
. mission, Chinese intellectuals 
^. feel duty-bound to speak out 


© events at what they regard as a 
.' critical juncture of Chinese his- 
s tory. 

: The mood among intellectu- 

-als is much as it was in 1986, on - 
. the eve of one government 
< ideological crackdown — dis- 
.. satisfied, bold and convinced 





Peking Spring returns 


that economic reform cannot succeed 
without political reform. In  mid-1986, 
the party called on intellectuals to speak 
out, promising no punishment against 
government critics. But when such bold 
proposals as launching more political parties 
were raised and when excited students 
finally took political issues to the streets late 
in the year, the party decided to start 1987 
with a purge. 

To many intellectuals, after decades of 
quiet submission to the party, the 1987 purge 
was the last straw. Intellectuals like Yan Jiaqi 
and Su Shaozhi — who had been part of the 
elite establishment as recently as 1986 and 
who were important contributors to official 
thinking as heads of institutes under the 
Chinese Academy of Social Sciences — are 
today critics of government, influencing 
policymaking from the outside. 

Intellectuals have become one of the most 
discontented groups in China. With spiral- 
ling inflation, their standard of living has suf- 
fered as they must survive on low, fixed in- 
comes. They are also unhappy with the offi- 
cial devaluation of knowledge and profes- 
sional expertise in a society pre-occupied 
with consumption and making money after 
decades of stifling economic controls im- 
posed on the country by Peking. 

While much government money has 
been channelled into building offices and 
trade centres and providing for lavish ban- 
quets and cars for top cadres, little has been 
spent on education, the critics assert. Classes 
are held in dilapidated buildings and there 


. are not enough textbooks to go around. As 


one popular joke puts it, the classrooms are 


LIBERT) 
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Qing nuns temples, the del oben thé : 
nationalist period and only the pupils are - 


from the communist era. 


There is a broader consensus now than - 
two years ago that such problems can only be 
solved by a more open, accountable govern- 


ment under public supervision. Even usu- 
ally docile National People's Congress dele- 
gates are saying that such problems as 


bureaucratic corruption and a breakdown of | 


central authority cannot be solved by price or 


market reform, but require a major overhaul 


of the power structure. 


Discussion of political reform so far has 
avoided the sensitive issue of sharing power 
with the party. Debate is focused more on a - 
new role for the state in society and new in- 
stitutions to restrict the power of officials — a 
necessary prerequisite to the success of the . 
economic reforms, intellectual leaders argue. 

In advocating democracy, few suggest E 
one-man, one-vote democracy as proposed 
by students during their demonstrations in - 


late 1986. "Proposals detached from thereal- = 


ity of China are just illusions, not workable : de 
ideas," Yan said. Democracy, he suggested, 
should begin with the party'sinternaldemo- — 


cracy, the separation of the party from the- a 
government and with more democraticelec- > 
tions to and a more democratic operation of — 


the National People's Congress. 


Although there has boon aut explo 


tion of the idea of an opposition, multiparty 


system for the country, most agree that a 


China is not yet ready for it. 


Zhang Xianyang, one of a handful of in 
tellectuals purged in mid-1987, said China. __ 
would need 10-15 years to change the cur- 
rent one-party system. "We are not used to... 
equally competing, peaceful and consulta- 

tive politics. We are used to rule or be ruled 
— [and] for too long.” Zhang said asatransi- 


tional step, the existing eight window-dres- 


sing "democratic" parties should assert their ` 2 - 
rights as genuine, independent political par- — 
ties, rather than remain in reality simply ap- ——— 


pendages of the communist party. 


with political views 


voices,” he said. 


now are pressure groups . .. 
Such . . . lobbying will become 
more and more popular in fu- 


Chen Jun, organiser of the 
Amnesty ‘89 movement to re- 
lease Wei, said what China 
needs are not political parties - 
but organisations or groups 
and. 
ideologies significantly differ- 
ent from those of the ruling. 
party. "The party has first to- 
learn to get used to hearing 
more independent, different - 


Even astrophysicist Fang i 
Lizhi, China's best-known dis- 
sident, recently argued that 
conditions are not ripe for the- 
formation of opposition par- 
ties. Fang said: "What we have - 


ture." a 
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Self-rule offer to end 20 years of bloody conflict 


Four rays of hope 





By Derek Davies in Chittagong 








he first real hope has emerged for 

an end toa little-known but vicious 

and bloody conflict,. waged be- 

tween the peoples of the Chit- 
tagong Hill tribes and land-hungry Bengalis 
who, backed by the army, have been settling 
in the hills for years. It lies in four pieces of 
legislation approved by the Bangladesh par- 
liament on 1 March. 

The violence, which has been largely ig- 
nored by the world's press for the best part of 
two decades, has brought death and suffer- 
ing to both sides. Bengali families have been 
murdered by an army of committed 
nationalists waging a war for tribal rights, 
leading to bloody reprisal raids, the killing 
and wounding of large numbers of people, 
and rape, looting and arson. 

The four bills passed by parliament are 
designed to remove most of the grievances of 
the tribal people who inhabit the Chittagong 
Hill Tracts (CHT). They setup three local gov- 
ernment councils, which will be largely au- 
tonomous and directly elected, to administer 
the major districts of the CHT. Each council 
will have a majority of tribal peoples and a 
chairman, invariably a tribesman, directly 
elected by the people. 

The councils, in the Rangamati, Khag- 
rachari and Bandarban districts, will be re- 
sponsible for civil administration, including 
the appointment of the police, and most im- 
portantly will have powers to approve or to 
prohibit the transfer or sale of land rights. 
This will give them the power to stem the in- 
flow of Bengalis to the districts — the tribals' 
main cause of complaint since the British im- 
ported Bengalis into these areas 
as plantation workers and 
clerks in the 19th century. The 
councils will also have powers i 
to repossess land fraudulently p 
or corruptly obtained. 

The new legislation goes fur- 
ther. It guarantees the flow of 
central funds from Dhaka, 
while the councils will also be 
able to raise their own revenues E 
through local taxes, via the tri- = 
bal headmen. 

The seeds of the present 
conflict date back to the migra- 
tion of peoples from southern 
China into Burma and their 
later migration in the 18th cen- * — 
tury, under pressure from Bur- Abdus S 
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mese expansion, into what is today part of 
Bangladesh and northeast India. Until the 
20th century, the CHT was largely peopled by 
a dozen-odd Mongoloid tribes. Today, ac- 
cording to official estimates, they make up 
just over 60% of the area's 790,000 people — 
the rest being overwhelmingly Bengali. 

The 240,000-plus Chakma are the domin- 
ant tribe, outnumbering others such as the 
Marma, Tripura, Murong, Tangchangya 
and Khyang. In normal conditions most are 


On other pages 


Ershad political system is ‘stable’: 22. 


peaceful and conservative, even “happy-go- 
lucky” — to quote the somewhat patronising 
phrase often used by Bengalis. Most, so far, 
seem unattracted by modernisation. 

The tribes are often labelled jumma or 
jhumia — a generic term referring to their 
traditional slash-and-burn farming methods 
on the jungle-clad slopes of the region's hills. 

The tribes are mostly Buddhist, Christian 
and Hindu. They were thus the odd-men- 
out when the 1947 partition of the Subconti- 
nent placed them under the rule of Muslim 
East Pakistan which later seceded to become 
Bangladesh. They are still the odd-men-out 
today, as citizens of Bangladesh, which last 
year adopted Islam as its state religion. 

The present conflicts date back to 1963, 
when Bangladesh was East Pakistan, and Is- 
lamabad implemented the Kaptai hydro- 
electric scheme. This created a large reservoir 
which inundated more than 20,000 ha of the 
most fertile valleys, displacing more than 
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100,000 people, who were offered derisory 
compensation. Many of the displaced tribes- 
men migrated to India at that time. 

The issue still rankles and radical tribes- 
men still demand compensation and that the 
level of the lake be permanently lowered, no 
matter what the cost in electricity, to allow 
them to cultivate the exposed bed. Then, in 
1964, the CHT’s special tribal land rights were 
annulled. 

Such grievances gave life to the Ran- 
gamati Communist Party, founded by Man- 
obendra N. Larma. When, after the birth of 
Bangladesh in 1971, Larma led a delegation 
of hill peoples to meet the late Bangladeshi 
leader Sheikh Mujibur Rahman to protest 
against the influx of Bengali settlers and to 
demand autonomy, they were simply told to 


discard their "ethnic identities" — in other 
words to do what they most feared: to learn 
to be good Bengalis. 


On their part, the Bengalis are no less bit- 
ter. They resent that the tribal peoples 
showed little interest in their struggle for in- 
dependence — either against the British or 
against Pakistan. Indeed, during the war of 
secession from Pakistan, Islamabad armed 
and trained minority resistance groups who 
fought against the Bengalis. 


ince then, the tribal minorities have 
been used as pawns in the mano- 
euvrings between India and Bang- 
ladesh: India has given support and 
comfort to the Chakmas, and has accused 
Dhaka of giving similar aid to a parallel 
minority revolt in one of its states bordering 
Bangladesh — that of the Tripura National 
Volunteers (TNV). 
New Delhi lifted its ban on 
r +a the TNV last year (REVIEW, 1 
Sept. '88), a move which re- 
flected the success of its ruling 
Congress party in state elec- 
tions, after years of building up 
a non-tribal majority in the 
state. For its part, Bangladesh 
partly blames the radicalisation 
of the tribesmen on the exist- 
ence of a previous Marxist gov- 
ernment in Tripura and in 
another neighbouring Indian 
state, of Mizořam. 

When Pakistan broke up, 
the Rangamati Communist 
Party was reformed into the 
Parbattya Chattagram Jana San- 
ghati Samiti (Jss, or the CHT 
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Peoples' Coordination Association) under 
M. N. Larma. His less charismatic younger 
brother, "Shantu" Larma, was put in charge 
of the military wing, the Shanti Bahini (SB, or 
Peace Force). 

The Bangladesh army command dismiss- 
es the reformation as mere camouflage of 
the party's original self. The leadership re- 
mained Marxists of varying shades, but they 
were able to broaden their appeal to tribal 
nationalists, as well as to international and 
human rights groups. The army paints 
another picture. At army area headquarters, 
visitors are shown captured arms and equip- 
ment together with shelves of communist lit- 
erature, including many copies of Mao 
Zedong's "Little Red Book," collected from 
killed or captured SB regulars. 

The ss and the SB have been as riven by 
factionalism as any other Marxist move- 
ment. The main challenge to the Larma 
leadership was led by Priti Kumar Chakma, 
supported by Bhabatosh Dewan and J. L. 
Tripura, who had M. N. Larma killed in 
1983. The Priti faction, in turn, crumbled in 
1985 when its 235 members surrendered to 
the authorities at Rangamati. 

In-fighting thereafter declined, though in 
December 1988, Shantimoy Dewan, leader 
of the rebel group negotiating with the gov- 
ernment, who was suspected of nursing po- 
litical ambitions after any settlement, was as- 
sassinated by the SB also in Rangamati. Ac- 
cording to official sources, the sB have killed 
more than 1,100 of their fellow tribal people, 
half of whom were themselves sB members. 

The sb, founded as a "home guard” to re- 
sist the pressure of Bengali immigrants from 
the plains, eventually went on the offensive 
and began targeting Bengali settlers and fel- 
low tribals who collaborated with the au- 
thorities. Attacks on Bengali settlements 
have frequently led to Bengali reprisal raids 
and both sides have routinely made exagger- 
ated claims (one Bangladeshi officer said that 
if Bengali settlers and the army had killed as 
many “innocent tribals” as the sB claimed, 
there would be none alive today). 

Amnesty International (al), the London- 
based human rights group, has made two at- 
tempts (one in January 1988) to establish to 
what extent the Bangladesh authorities have 
encouraged mayhem and violated human 
rights. Both reports are basically inconclu- 
sive. The latest acknowledges full coopera- 
tion by the Bangladesh authorities, but com- 
plains that the information supplied was too 
general (apparently its more specific allega- 
tions were investigated subsequently). 

The Al reports plainly establish that many 
of the most bloody incidents, involving Ben- 
gali reprisal raids on tribal villages, were in 
response to atrocities committed by the ss. 

Evidently, between the mid-70s and 
1986, the 5B were successful in attacking Ben- 
gali settlements and provoking vicious re- 
prisal raids by Bengalis, sometimes with the 
active assistance if not encouragement of at 
least non-senior members of the Bangladesh 








armed forces. Equally evidently, since 1986, 
the Bangladeshi army, under the command 
of Maj.-Gen. Abdus Salam, has succeeded in 
re-establishing discipline in its own ranks 
and discouraging Bengali reprisals. 

The spring of 1986 produced a watershed 
incident in the conflict. The sB killed 38 Ben- 
galis and injured 24 in the northern CHT — in 
the villages of Taindong, Tanakkopara, Sen- 
tilla and Assalong — and in response, Ben- 
gali communities wenton the rampage, ven- 
ting their fury on local tribal communities. 


n the aftermath of the bloodshed, in 
what the Bangladesh Government 
claims was an organised exodus, tens 
of thousands of tribal families moved 
out over the border into Tripura state. The In- 
dian Government claims that the total of 
Chakma tribals who fled, and who still 
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mostly live in refugee camps along the bor- 
der (at Takumbari, Pancharam Para, Kar- 
book, Silachari, and Kathalchar), number 
over 50,000. 

Dhaka claims that the original total was 
about 29,000, of which about 8,000 have 
since returned. It has admitted to al that the 
1986 slaughter was lamentable, but pleads 
that the sB attacks and the Bengali fury they 
created had taken the authorities and the sec- 
urity forces "aback." 

The 1986 exodus raised SB morale and re- 
stored some unitv among the tribals, while 
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the refugees supplied the guerillas a reser- ~ 
voir of potential recruits. Last year's fall of 
Tripura state’s Marxist government has lent 
added urgency to the 5B campaign. Its reg- 
ulars, apart from its local militia, are esti- 
mated today to total about 5,000. 

They routinely ambush security patrols, 
attack Bengali settlements, assassinate iso- 
lated farmers, kill cattle and disrupt com- 
munications. Recently they have been using 
explosives to mine roads and blow up py- 
lons. The sB also kidnap, though mostly non- 
tribals. The authorities claim the guerillas 
have forfeited much of their appeal by de- 
manding food and taxes from CHT com- 
munities. A 

The SB certainly has inhibited develop- 
ment and investment in the CHT. The gueril- 
las tend to regard all projects, such as the 
hydroelectric dam, as schemes to exploit 


tribals or to divide them. Roads facilitate mili- 


tary movements, they argue. By preventing 
a modern survey of the tracts, they have inhi- | 
bited the authorities' ability to settle land dis- 
putes, while oil prospecting ended after four 
Shell employees were kidnapped. E 

Apart from the military response tothesB 


and the passing of the legislation designedto 


remove the causes of most of the tribal 
peoples’ complaints, the Bangladesh au- ^. 
thorities are attempting to develop the CHT 5 
and have begun a process of negotiations 
with the SB leaders. 


The contacts with the sg beganin October ^ 
. 1985 and a total of six meetings have taken 


place since — the first five being risky en- 
counters at places in the jungle nominated by. 


the SB near the border with Tripura and the 
sixth in Dighinala. There has been little pros 
gress. EU 

The Bangladesh representatives refer 
contemptuously to the SB representative —- 
dismissal of practical realities and theirignor- 


ance of history and their own basic constitu- 
tional rights. So far, the s8 does not appear to 
be interested in a compromise on its original 
demands, many of which are eminently rea- 
sonable: a stop to illegal "infiltration," the re- 
turn of fraudulently acquired land, agricul- - 
tural loans, tribal control over the police. - 
Many have already been implemented, and 
other powers are being handed over by the . 
new legislation. 

Other demands — such as the departure - 
of all Bengalis who have settled in the CHT 
since 1972 — are hardly practicable. Recent- _ 
ly, President H. M. Ershad revealed to the 
REVIEW, the SB have belatedly asked for a 
seventh meeting, possibly in response to the - 
publication of the new legislation. 

The other major government response 
was the setting up in August 1987 of a high- 
powered national committee on the CHT 
under the chairmanship of the minister of 
planning, the retired Air Vice-Marshal A. K. 
Khandkar. The committee was charged with 
identifying the problems of the CHT and 
proposing solutions. 

The recent legislation is a result of this 


m 














REGIONAL AFFAIRS 


committee’s work, as has been the acceler- 
ated development in the hill tracts. The com- 
mittee has coordinated all development pro- 
jects in the CHT — its own, those of other gov- 
ernment agencies and those sponsored by 
international organisations such as Unesco 
and the Asian Development Bank. 

In addition to the national development 
plans, a special five-year plan for the CHT is 
due to be completed next year. Under it, 
Khandkar told the REVIEW, an extra Taka 500 
million (US$15.55 million) is being allocated 
annually to 17 projects. 


he three main regions of the CHT 

have been divided into 25 special 

administrative regions called Up- 

azillas, grouping various ministries 
and agencies. These centres have almost 
completely been linked by metalled roads 
and supplied with electricity. They also have 
telecommunication links. Of course, the SB 
sneer that these facilities aid the military, but 
they have undoubtedly also stimulated de- 
velopment, created jobs and eased farmers' 
access to markets. 

Nine hospitals have been built, 30,000 
acres of land rehabilitated, 938 primary 
schools, 33 junior high schools, 62 secondary 
schools and eight colleges plus a second tech- 
nical college have been established over the 
past five years. Two residential schools for 
tribal students have also been opened. 
Nevertheless, illiteracy remains high. 

Khandkar underlines the patience and 
sense of justice with which his committee 
has had to operate and the time it has taken 
to bring about the improvements, to get 
legislation drafted and passed, while con- 
tinuing the talks with the sB. He stresses the 
powers the new CHT councils will have and 
the ways these democratically elected bodies 
will be able to work with the tribal chiefs, 
who will also be eligible for election. The for- 
eign observer can only trust that the council 
elections will not be subject to the same blat- 
ant rigging as have many Bangladesh polls. 

Each district, Khandkar stresses, will run 
its own police force. As soon as the new 
councils are elected, the military will return 
to their basic job of national defence. 

Jobs arebeing created. Educational stand- 
ards are rising. Very gradually, the new com- 
munal villages are helping the tribal people 
to adjust to more settled agricultural 
methods. Again, the SB sneer that the pro- 
tected farms are "concentration camps" — 
though when the REVIEW questioned farm- 
ers on one such cooperative venture, the vil- 
lagers confirmed their movements were not 
restricted (indeed some complained that 
they had to travel several miles away to look 
for work while waiting for the communal 
rubber trees to begin producing latex). 

“Our aim is to lessen the degree of depen- 
dency which affects the CHT, to restore trust 
and a sense of pride and well-being,” said 
Khandkar. “Things will change, but they 
will change gradually and we must go on 
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working patiently and tolerantly.” 

The security situation has improved. 
Maj.-Gen. Abdus Salam claims that no tribal 
people have left the CHT in recent months 
and many have returned (several of which 
the REVIEW interviewed). Only one tribal has 
been killed since August 1988, though last 
year about 100 people were killed by the SB. 
In the past decade the security forces have 
killed 151 armed SB regulars and captured 58, 
while 1,647 have surrendered. 

The question is: has the situation im- 
proved adequately and is the new legislation 
sufficient to strip the SB of their main causes 
and persuade the thousands still in refugee 
camps in India to return? 

Bangladesh has for some time been trying, 
to convince New Delhi that conditions are 
now "conducive" forall the refugees to come 
home. Bangladesh officials and tribal leaders 
have visited the camps to persuade the ref- 
ugees to return, promising cash and food to 
help their rehabilitation. 

It seems likely that those who wish to re- 
turn to a nomadic existence and those who 
can claim back any land may join those who 
have already gone home. But conditions 
may seem less appealing to those who have 
sold their land legally and regard official 
hand-outs as inadequate. 

Nevertheless, the temptation to return 
must be strong, now that the new legislation 
is in place. Conditions in the camps are not 


good. Those who have returned complain of 
poor food, inadequate water, disease, and 
inadequate medical facilities and schools. 

Ershad sums up his hopes: "The SB need 
the support of the people in the CHT if they 
want to operate. The new bills make us very 
hopeful. We have accomplished much. The 
army has provided security containing the SB 
and preventing reprisals. We have con- 
tinued our dialogue with the tribal leaders. 
The new bills, the development plans and 
the new cooperative villages have all been 
implemented as recommended by the CHT 
National Committee. 

“The planning minister has worked very 
hard. The sB have asked for another meeting 
with us. Most probably, it is my feeling, they 
don't want to be left behind or left out. I just 
hope for the best." 

If things do work out, Ershad will have 
demonstrated his political astuteness once 
again. All the problems of the CHT — lack of 
development, the years of violence and bit- 
terness, the difficult administration of an eth- 
nically mixed population spread over a dif- 
ficult terrain and, above all, the hideous task 
of settling disputes over land and of estab- 
lishing land rights — willbasically be handed 
over from the central government to the 
tribes and their traditional and elected lead- 
ers. Tribesmen wanted autonomy. Now 
they have largely got it — and all the prob- 
lems that go with it. ^ 
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Ershad defends political system 


‘A stable situation’ 





By Derek Davies in Dhaka 





angladesh is enjoying an unusual 
B surge of international esteem — 
largely based on the efficiency with 


which it has dealt with a series of natural dis- 
asters. In 1987 and 1988, disastrous floods in- 
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undated the country’s central plains, and 
many parts which escaped damage were 
later ravaged by a cyclone. 

It was widely expected that these natural 
calamities would wreak such damage on the 
economy that Bangladesh would sink into 
hopelessness of Ethiopian proportions and 
once again earn the contemptuous Kissinge- 
rian title of “international basket-case.” 

The flood waters did indeed dampen 
growth but the country — in particular the 
army — dealt promptly and effectively with 
the crisis conditions. The international media 
were given full access — Prime Minister 
Moudud Ahmed was able to call on the 
many friendly relations he maintains with 
the press — and the resulting headlines and 
television sequences stirred much global 
sympathy and brought in swift aid. 

The wife of the French president was vis- 
iting the country at the time of the 1988 floods 
and returned to France to mobilise additional 
aid. British Prime Minister Margaret 
Thatcher was also impressed with the way 
the crisis was managed and, last month, 
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President H. M. Ershad completed a success- 
ful state visit to Britain, with plans for further 
trips to Europe. 

Ershad has outsmarted his political oppo- 
nents since he came to power in 1982. He 
held a parliamentary election in 1986 which 
was boycotted by a seven-party opposition 
alliance led by the Bangladesh Nationalist 
Party (BNP). After widespread agitation by 
most of the opposition parties demanding 
his removal, he declared a state of 
emergency and dissolved parliament in 
November 1987. He held a second election in 
March 1988 that was boycotted by all the 
main oppostion groups. 

At the last poll, the president's Jatiya 
Party won a two-thirds majority. His virtu- 
ally unopposed victories and allegations of 
poll rigging have left Ershad with a demo- 
cratic credibility gap — issues raised during 
his visit to London and by US politicians who 
argue that aid should be linked to efforts 
to democratise and guarantee human 
rights. 


ta recent interview with the REVIEW in 

his presidential offices, Ershad denied 

that he felt any improper pressure. 
"Some of the comments are very much 
against the opposition leaders' lack of know- 
ing what they actually want. I don't think 
anyone is trying to interfere in our affairs. Itis 
up to us to see that democratic institutions 
take root in this country. If the opposition 
parties do not contest elections, that does not 
mean that democracy does not exist here. 
We have 110 political parties. All we want is 
that everyone should take part." 

Ershad said he is willing to talk to the op- 
position — if they would talk to him — but so 
far there has been no move on their part. 
"Ive had two elections already. Should I 
hold an election, I have to dissolve parlia- 
ment and then mount an election within 120 
days." (In fact, the constitution states that an 
election must be held within 90 days of dis- 
solution.) Ershad added: “I cannot throw the 
country into chaos. We have a stable situa- 
tion. Why should I try to destabilise it?" 

In fact, the soldier has outmanoeuvred 
the politicians, who remain divided, de- 
creasingly credible and lacking power. Er- 
shad stresses: "If I could come to an under- 
standing with them, this problem [of demo- 
cracy] would have been solved long ago. Of 
course they have to talk to me. They must. 
We must reach an understanding. I stand 
ready to do anything. Let's have an elec- 
tion." 

In crisis management, such asin the after- 
math of a flood, a modern army has distinct 
advantages over politicians and bureaucrats. 
Orders are issued down a distinct chain of 
command; they must be obeyed and im- 
plemented, and objectives reached; officers 
at every appropriate level are expected to use 
their initiative; specialised skills are on call, 
with experience of the equipment and 
technology required. There is little divisive 
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debate and few delays because those in- 
volved in dealing with the crisis do not hesi- 
tate to sign orders or question whether funds 
are available for the objective in view. This is 
the reason why the armed forces have 
proved — at great political cost — a moder- 
nising force in Third World societies. 

Ershad denies thatthe army isinvolved in 
day-to-day administration, but is proud of 
the way it has functioned in emergencies. 
However, he said: "A new flood control pro- 
gramme lays down contingency plans using 
both the civil administration and the armed 
forces, which we've integrated into the state 
machinery to deal with calamities. District 
committees, forming nicely coordinated 
bodies, have been formed, on which army 
area commanders sit." 

Dhaka's move in 1988 to declare Islam the 
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Ershad on tour after last year's floods. 


state religion has proved controversial. In the 
eyes of the country's non-Islamic com- 
munities, it is seen as a concession to the 
growing political power of the fundamen- 
talists (REVIEW, 16 Feb. '88). 

Ershad agrees that fundamentalism is in- 
creasing: “The Jamaat-e-Islam is getting very 
strong, particularly in the universities, col- 
leges and other student bodies. They are get- 
ting stronger every year. But Bangladesh is 
not for fundamentalism at all. We cannot 
take our country backwards. We want to go 
ahead. The move will impede fundamen- 
talism. Our people have never believed in 
the fundamental variety of Islam. But at the 
same time, they are religious minded and 
want to see Islam's ideology and ideals re- 
flected in society. Thatis why we made it the 
state religion. Butit has had no effect on other 
communities and has not done so since we 
took the move almost a year ago." 

The Bangladesh economy has survived 
disasters, but barely. Growth is not keeping 
pace with population, and the target of self- 
sufficiency in grains has been postponed 
until 1992 and is still regarded as over-ambiti- 
ous, while industry is in the doldrums. In- 
vestment is slow and it has been alleged that 


FAR EASTERN ECONOMIC REVIEW 





only one out of every 40 interested parties 
ends up making an investment. 

The Ershad government has setup a new 
Board of Investment designed to cut through 
bureaucratic red tape, merging as many as 
nine ministries and agencies to speed up the 
approval process. Ershad hopes that this will 
stimulate foreign investment: "We have re- 
moved the main hurdle and are streamlining 
government machinery and allowing indus- 
try to set up quickly. We also are providing a 
lot of incentives. Already we have had re- 
sponses from Italy and from Britain." 

Another move has been the establish- 
ment of the Rin Salishi (debt settlement) 
Board which, while it will not solve the prob- 
lem of farmers' debts, is designed to help 
break the power of the money lenders. The 
government provides between Taka 7 billion 
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(US$218 million) and Taka 8 billion in agricul- 
tural loans each year. Now, more than Taka 1 
billion will also be allocated annually to the 
poorest farmers to enable them to regain 
land mortgaged to the money lenders. These 
usurers take possession of the land and 
enjoy the crops until the loan is repaid, 
which rarely occurs. The new board will sit 
down with the money lender or the bank 
and negotiate more time for the repayment 
of such debts. 

“What is happening in the villages now is 
absolutely terrible,” Ershad said, “We can- 
not allow it to continue. Farmers are handing 
over their entire crops every year. Now a 
man should continue to enjoy the crop of the 
land and ultimately get out of debt and pos- 
sess his land again.” 

The tectonic plates which have divided 
Asia into seemingly immovable blocks for so 
long have been shifting as a new democracy 
has emerged in Pakistan, and India and 
China move towards rapprochement, as do 
China and the Soviet Union. How are these 
developments viewed in Dhaka? Ershad 
says they are to be seen positively: “All will 
help peace and prosperity in the region.” As 
for relations with India, Ershad insists that 
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he only bone of contention is the iud of 
the waters of the Ganga and Brahmaputra 
river complex: "If we can reach agreement 
on this, no other issue would stand in the 


way of good relations. We must agree; we 
have 54 rivers in common." 

. Ershadis perhaps being less than frank in 
his claim that the division of the waters is the 
only important issue complicating relations 


. with India; he certainly does not reflect the 
. neuroses about New Delhi common among 
other Bangladeshi politicians, senior officials 


and senior army officers. New Delhi's his- 


_. tory of wars and disputes with all its neigh- 
. bours have created fears which have been 


exacerbated by the Indian army's interven- 


. tion in Sri Lanka and Maldives. 


But, while nervously contemplating 


- India’s imperial stretch throughout the Sub- 


continent, Bangladesh also sees New Delhi 


as being on the defensive, with the grip of the 


ruling Congress Party slipping in state after 


«.. state and with the authority of the centre 
_. faced with strong challenges from seces- 


-= sionist movements, from the states of the 


northeast to Punjab in the northwest. 
On top of this, the Indian army's role as 
mid-wife at the birth of Bangladesh is seen in 


p -Dhaka as having created an unwelcome pre- 
| . cedentin the shape of active Indian support 
- for secessionism and the right to self-deter- 


mination. It is curious, therefore, that New 
Delhi should be giving active support to the 
tribal people of the Chittagong Hill Tracts 
(CHT), providing arms and bases for the tribal 
guerillas of the Shanti Bahini (SB) who are 
operating in the region and proving reluctant 
to allow the thousands of refugees who have 
fled from the CHT into the neigbouring In- 
dian states. 

Dhaka is mealy mouthed about this sup- 


| port, referring to India not by name and in- 


stead darkly mentioning the activities of a 


"certain country" orthe "other side." Ershad 
confirms that the $B guerillas “operate from 
the other side.” When pressed he said: 

“When we confront them, they cross the bor- 
der. Ido not know how much active support 
they are getting but they do cross over and 
stay in India. From there they come in, carry 
out their operations and go back again i 


rshad pointed out, reasonably 
E enough, that "itis notto the benefit of 

India to keep the area in a turmoil, be- 
cause they also have tribal problems [in the 
northeastern states]." But why has India 
failed to respond to many diplomatic ap- 
proaches to persuade the people in the ref- 
ugee camps that conditions today are condu- 
cive to their safe return? Why does the Indian 
high commissioner in Dhaka repeatedly 
make statements which are sympathetic to 
the tribal people and critical of the “in- 
adequate” measures which Bangladesh is 
undertaking to improve conditions, eliciting 
protests from Dhaka that his interventions 


are inappropriate for a diplomat tepresent- 


ing a friendly power? 

Ershad can only repeat. his hope that 
India is not actively keeping the area in tur- 
moil and that the delays in facilitating the ref- 
ugees’ return mean that India has been 
awaiting action. Ershad trusts that four bills 
introduced into parliament in February will 
satisfy both the tribal peoples and New 
Delhi. As he says: "Maybe they have been 
waiting for something like what is SHApDE 
ing in parliament now.' 

Other Dhaka politicians are more cynical. 
They view India's role in the CHT turmoil as 
being part of an overall policy to keep 
Bangladesh off balance, out of reach of stabil- 
ity and pga a One leader of the major 
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By Emily Lauin Hongkong 


ongkong Government officials and 
organs of the Chinese Government 
! expressed disappointment with the 
turnout at recent municipal elections in the 
territory, which fell to a record low of 17.6%, 


. compared to 26.6% in those held three years 
-~ ago. But some political observers claim both 
> governments could be privately rejoicing as 
. neither seems to want local people's interest 
 inpolitics aroused in the period leading up to 
. Hongkong's return to Chinese sovereignty 


(0 dn1997. 


These critics suggest the two govern- 
ments might use the results to substantiate 
their claim that Hongkong people are either 





politically apathetic or not ready. for more 
democracy. Meanwhile, the government is 
to conduct an inquiry into whys so few people 
turned out on 9 March to vote in the elections 
for the Urban Council (Urbco) and Regional 
Council (Regco), responsible for public 
hygiene, libraries, parks, abbatoirs and haw- 
kers. 

The municipal elections are the highest 
level of direct franchise permitted in Hong- 
kong. Half of the 30 members of Urbco are 
elected by one person, one vote and the 
other half are appointed by the government. 
Of the 36 Regco members, only one-third are 
directly elected. 

A lecturer at the Chinese University, 
Jeremiah Wong, conducted a survey and 
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; League leader ae 
said: "India has to live down the help it gave 
us in achieving independence. With that ac- 
tion, it encouraged the Sikhs and others to 
fight for their autonomy. As long as 
Bangladesh remains poor, New Delhi canal- 





Ways point to this country as an example for 


others who wish to throw off its rule, point- 
ing out that subcontinental subdivisions are _ 
economically and politically unviable. Thatis 
why New Delhi cannot allow Bangladesh to 
succeed." When this view is put to Ershad, 
he can only respond: "Thisis difficult for me. 
Maybe these policies are to pressurise our 
country. Maybe, I said." | 

So far Bangladesh has survived, and 
perhaps its new policies of de-nationalisa- 
tion, of welcoming investment and of at- 
tempting to settle the CHT problem will give it 
a fresh chance to achieve stability and 
growth. Ershad has also survived, out-man- 
oeuvring the politicians and out-lasting any 
of his predecessors. Ershad sums up his job: 
"I've sincerely worked hard for the good of 
the people. I did not want to play politics 
with them," adding somewhat immodestly: 
" And therefore I have been able to make 
very courageous and bold decisions to 
change many things, taking a very pragmatic 
view. 

"Do I enjoy it? No one can enjoy being 
president of Bangladesh. It is a very difficult 
job, facing problems from morning to even- 
ing. We had the terrible flood in 1987 and a 
worse one in 1988, and then the cyclone. We 
are surviving as a nation and no one is dying 
of hunger. We cannot expect growth rates of 
9% or 10%; that is not possible after these 
calamities and the loss of so much of our 
crops. Whatever money we had we had to 
spend to buy food. But we are surviving, and 
we are not doing badly." n 


found that 60% of the people who voted in 
the last election had not bothered to vote this 
time. He warned the low turnout could indi- 
cate a crisis in the development of represen- 
tative government and might even cast 


. doubton the viability of proposed direct elec- 


tions for part of the Legislative Council in 
1991, 

Wong said one reason why people did 
not vote was that they realised their views 
were not taken seriously, as demonstrated in 
the recent consultation over the draft Basic 
Law, a mini-constitution for the future 
Hongkong Special Administrative Region. 

Other critics said the government had 
been doing its utmostin the past twoyearsto _ 
persuade Hongkong people they were not 
ready for elections. It also seems an obvious 
point that people will not see much point in 
voting for powerless bodies. And a govern- 
ment official, who asked not to be named, 
said many middle-class people were plan- 
as to emigrate and had no time to waste in 

a "pseudo-democratic charade” such as the 
municipal elections. Bo 





















TAIWAN 


. "flexible diplomacy" by saying state visits to 
Singapore will be possible even after the city 
state recognises China. Lee's announcement 
indicated Taiwan's willingness to swallow its 
pride on some matters of form in foreign rela- 
tions in exchange for increased contact and 
visibility. 
The trip, the first state visit by a Taiwan 
- president in 12 years, was a significant over- 
. ture both for diplomatically isolated Taipei 
and for Lee, who has yet to put his personal 
stamp on policy after 14 months in office. 
.. Singapore recognises neither Taipei nor 
the rival government in Peking but main- 
tains significant trade ties with both. Its 
friendship with Taiwan is based on the fact 
they are both Chinese societies and hold free- 
enterprise, anti-communist philosophies. 
Lee brushed aside as old news the an- 


^ nouncement that Singapore will establish re- 


lations with Peking after Indonesia, which is 
expected to normalise its ties with China 
within the year. Singapore has stated for 
years that it would follow Jakarta's lead on 
normalisation, Lee noted. During his visit, 
Lee agreed to accept the designation "Presi- 
dent Lee from Taiwan," instead of the prefer- 
red title, "President Lee of the Republic of 
China." The difference is important to Pe- 
king. 

“It is unnecessary for us to care too much 
about the name,” Lee said, outlining Taipei's 
new pragmatism at an airport press confer- 
ence on his return. “So, even though Tam not 
satisfied [with the name], I think I should 
accept it." He added: "If we keep being 


|... bothered by these minor problems, there is 


no way to break out" of Taiwan’s isolation. 
. A Leesaid that if after Singapore recognises 
China, it “still is polite enough to ask me to 
visit... , if Lam still president of the Republic 
. of China, I should go. Establishing relations 
. with communist China is their business, not 
. my business." 
^ Previously, Taiwan's Nationalist govern- 
ment, which claims to represent all China, 
steadfastly refused to compromise its "na- 
. tional dignity." The policy led to its boycott- 
ing of Asian Development Bank meetings in 
1986 and 1987 because of its redesignation in 
. that group as Taipei, China. Taiwan at- 
tended the 1988 meeting in Manila, but 
Lee said in his press conference no de- 
cision had been made whether to send 
a delegation to the meeting this year, 





-. President Lee's state visit to Singapore wins kudos 


which is now being planned for Peking. 

Taiwan's foreign policy has been limited 
also by the "one China" formula — estab- 
lished when the UN ejected Taiwan in 1971 
— under which most countries recognise Pe- 
king rather than Taipei as the seat of China's 
government. Only 23 countries still have for- 
mal diplomatic ties with Taipei. — 

While the trip echoed Taiwan's recent 
successes in parlaying its growing regional 
economic strength into "substantive re- 
lationships" where full relations do not exist, 
Peking reacted by putting heavy pressure on 
the Philippines, which is also advancing its 
relations with Taiwan. On 13 March, it 
threatened to break relations over a bill in 
the Philippine legislature that would protect 
Taiwan investments there, and authorise a 
Philippine investment office in Taipei. 

Taiwan will not be deterred, said Foreign 
Ministry. spokesman Chen Yu-chu. "Of 
course, Peking will try to stop any country 
from upgrading relations with us." 

While Singapore played down the visit, 
the event was ballyhooed in Taiwan with a 
nationally televised press conference — only 


Lee's second since tak 









ing office. The trip pro- 
vides significant domestic political kudos for 
Lee because of its morale-boosting quality for 
those discouraged by Taiwan’s diplomatic 
isolation. Also, with a de facto mid-term test 
of his popularity in island-wide elections in 
December 1988 and an election of his own to 
face a year from now, Lee is under heavy 
pressure to appear personally in control. 

Singapore Prime Minister Lee Kuan Yew 
confirmed that the friendship between Sin- 
gapore and Taiwan would remain strong de- 
spite the city state's eventual normalisation 
of diplomatic ties with Peking. Besides im- 
proved trade ties and economic cooperation, 
which were the basis of the visit, an incentive 
for Lee Kuan Yew, as the “third” Chinese 
head of state in the region, is to maintain his 
reputed role as an equidistant middleman 
between the Taipei and Peking regimes. 

Lee Teng-hui dismissed suggestions he 
could play such a role, however, saying, 
“Who knows the mainland better than our- 
selves?” 

While it is unclear where Lee’s initiative 
will leave him with respect to his hardline 
constituency in the ruling Kuomintang, he 
was hailed for stepping away from the hard 
line of the past. One advantage of his visit is 
that by getting his foot in the door before Sin- 
gapore normalises relations with Peking, 
Lee can claim a precedent in future visits to 
Singapore. A first visit to a Singapore which 
had already embraced Peking would proba- 
bly have been too awkward to pulloff. — m 





BURMA 


Draft election law fails to mention a government 


us OMISSION | 





T he eagerly awaited draft election law 


tiparty general election since the late 
1950s is couched in an unexpected overall lib- 
eral tone and has been accepted with cau- 
tious optimism by major opposition leaders. 
Its publication on 2 March now holds out the 
hope that elections will take place, as prom- 
ised, within 14 months. | 
Significantly, however, the 82-clause 
draft, published in the state-run Working 
People's Daily newspaper, does not mention 
how a new government will be formed, 
though it includes elaborate rules for 
nominating and holding elections for the 
489-member, single-chamber parliament. 
Since September 1988, Burma hasbeen ruled 
by a nine-man cabinet, behind which stands 
the 19-member State Law and Order Resto- 
ration Council (SLORC) comprising 18 army 
officers and just one civilian. 
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Given the penchant for omens that Bur- 
mese strongman Ne Win, believed to be the 
real power behind the SLORC, has, the draft 
law's date of publication carried ominous 
overtones: 2 March was the 27th anniversary 
of the coup that put Ne Win and the military 
into power. 

Some analysts have suggested that under 
its present or another name, the SLORC may 
retain overall veto powers — in effect, setting 
up a token elected parliament with real 
power remaining in military hands. 

Apparently reinforcing this view, in a 
sharply worded article in the Working People's 
Daily on 23 February, a columnist using the 
name "Bo Thanmani" (literally, “Officer 
Steel") bluntly asserted that politicians "are 
not the owners of power. The genuine 
owner of poweris no other than the people." 
As Burma watchers point out, "the people" 
is the euphemism the military uses when re- 
ferring to itself. 

The draft itself appears to be a com- 










tions for multiparty parliamentary elections 
drawn up at the time of independence and 
regulations drawn up in 1976 when Ne 
Win's Burma Socialist Programme Party was 
the only legally permitted party. Interest- 
ingly, the emphasis seems to be on the 
former. It provides for the a multiparty sys- 
tem, the right to vote for every citizen above 
the age of 18 and the right to stand for elec- 
tions for every citizen over 21. 
. Like election laws in many other coun- 
tries, it bars clergymen, mentally retarded 
persons and convicts from contesting — but 
it also excludes persons who have "contacts 
with insurgent groups" and citizens who are 
"entitled to the rights and privileges of a sub- 
ject or citizen of a foreign power." This last is 
believed to be aimed at the most popular and 





promise between the orginal 1948 regula- 





Kyi, the secretary-general of the National 
League for Democracy (NLD), who studied 
and lived in Britain for many years and is 
married to a British citizen. 

NLD president Tin U, and Aung Gyi, pa- 
tron of the rival Union Nationals Democracy 
Party, are reported to have welcomed the 
draft law, but Aung San Suu Kyi, though not 
criticising the draft, has questioned whether 
a proper general election can be held as long 
as fundamental democratic rights and civil 
liberties are denied the populace. 

An article in the Bangkok newspaper, 
The Nation, quoted her on 23 February as 
saying: “There is no freedom of speech, 
no freedom of association and no free- 
dom of movement . . . there is no point in 
having elections in 15 months time or at any 





JAPAN 


The government plans controversial changes in schools 





will feel renewed unease about planned 
changes to the national school cur- 


riculum, which will be phased in from April 


1990 and extended throughout the country 
by 1996, 


The changes are designed to bring the 


curriculum more into line with Japan's new 
position of influence in the world due to its 
ever-increasing economic clout. This aim has 
several dimensions, but the aspect which is 
likely to concern Japan's neighbours in par- 
. ticular is the concept of developing "respect 
for Japanese culture and tradition, as well as 
identity as Japanese," as Education Minister 
Takeo Nishioka put it recently. 

Every three years or so an international 
row breaks out when Japan revises its 
textbooks. Some school history texts have 
been edited to gloss over atrocities commit- 
ted by Japanese soldiers in World War II, 
such as the 1937 Nanjing massacre (a "police 
action") or the invasion of Manchuria (an 
"advance"). Now the governmentis revising 
the entire school curriculum for the first time 
in 12 years. À new international row is ex- 
pected to follow. 

The most controversial changes are being 
made to the history curriculum in elemen- 
tary schools. New rules about raising the Ja- 
panese flag and singing the national anthem, 
. and the inculcation of reverence for the em- 
peror are among activities likely to cause con- 
cem in the region. And for the first time since 
World War IL, emphasis will be placed on 
. Japan's cultural history and on important 
.. historical figures. The Education Ministry, 





[ool ME T 


conflict 


which authorises all teaching materials, has 
“suggested” 42 names that textbook writers 
might like to highlight. 

The media have already seized on one of 
the suggested figures, Adm. Heihachiro 
Togo, who was involved in the Sino-Japan- 
ese War of 1894 and who defeated the Im- 
perial Russian fleet in 1905. In response, the 
education minister himself took the unusual 
step of appearing before the foreign press in 
Tokyo to explain why Togo's name was cho- 
As a result of these two wars, “Japan im- 


proved its national strength and upgraded 


its position in the international community," 
Nishioka said, adding: “It is important to en- 
able children to have a proper awareness of 
the history of their own country by teaching 
them about historical facts . . . Icannot under- 
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outspoken opposition leader, AungSanSuu — other time under these sort of conditions.’ 


was Maung Maung, who was Burma's presi- 







In earlier statements, the SLORC had an- 
nounced that elections would be held within 
14 months of the draft being published and ~ 
the public's views and suggestions invited. It- 
is widely believed that the author of the draft 


dent for a month before the SLORC assumed 
power and previously was attorney-general 
and the only intellectual close to the military. =- 

Meanwhile, underground — studen 
groups in Rangoon have announced tha 
they will hold memorial services on 13 Maret 
to honour the thousands of pro-democra 
demonstrators who were killed by the mili 
tary in 1988. The first victim, Maung Phone 
Maw, was shot by the riot police on 13 Marck 
1988, triggering the nationwide public un- _ 
rest. - Eo 











stand the argument that teaching about . 
military or naval officers would lead to _ 
militarism.” | BE 
Nishioka explained that textbook writers... 
were not under an obligation to mentionany 
of the people proposed by the ministry. And 
if others were concerned in future that such 
teaching might make the Japanese more 
militaristic, “we must pay full attention to it . 
in our guidance to local boards of education 
and school teachers," he said. As forthena- 
tional flag and anthem, these would be used 
at important school ceremonies, "so that. 
children may fosteralovefortheirowncoun- | 
try," and this should help them respect the. 
national flags and anthems of other coun- 
tries, he added. i sss 
The Japan Teachers’ Union, which hasfor 
years conducted a guerilla campaign against 
government attempts to control more of ^: 
what goes on in the schools, has come out 
against the curriculum changes, arguing 
they threaten to revive nationalism. AF 
though the union's power has waned in re- 
cent years, the introduction of the latest 


changes still depends on their being ac- 
cepted and carried out by union members 
who comprise almost half the country's pub 


lic school teachers. | 
A change to teaching content in the 
schools was one of the main themes of the. 
overall reform of education championed by 
former prime minister Yasuhiro Nakasone. 
He set up a council of academics and busi- 
nessmen which recommended, in August. 
1987, that more emphasis should be placed. 
on nurturing individual creativity and on. 
fostering a more internationalist attitude 
among the young. For Nakasone, the way 
to achieve the latter was, paradoxical- 
ly, by making school children feel more Ja- 
panese. | 
His ideas have borne fruit in the shape of 
the planned revisions. Some attempt has. 
been made to allow for individual interests. 
and talents, but far greater emphasis seems. 
to have been placed on teaching about Japan- 
ese identity. n 
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PHILIPPINES 


Row erupts over a trainer jet deal 








By Rodney Tasker 








buys a new line of expensive weaponry, 

there is a controversy over the cir- 
cumstances of the deal. The current agree- 
ment to buy 18 Italian trainer/ground attack 
jets is no exception. 

The Philippine Air Force announced in 
early March that it was going to buy 18 SIAI 
Marchetti S-211 jet trainers, made by the Ita- 
lian company Gruppo Agusta Spa, at a cost 
of US$72.84 million. Spokesmen for a rival 
trainer aircraft, the C-101, made by the 
Spanish Construcciones — Aeronauticas 
(Casa), immediately cried foul, saying that its 
aircraft had a better all-round performance 
and though the initial purchase price of 
US$73.9 million was higher, the company 
had offered better payment terms which 
would eventually make it cheaper for the 
Philippine Government to buy. 

Filipino congressmen were poised to 
pounce on the issue with allegations of 


I seems that whenever the Philippines 


Purchasing power 


kickbacks to senior military officials, until 
they were informed that President Corazon 
Aquino herself had assured the Italian Gov- 
ernment of the purchase when she visited 
Rome in June 1988. Some politicians and 
Manila press commentators had been critical 
of vice-chief of staff Lieut-Gen. Antonio 
Sotelo, who had helped to package the deal 
when he was chief of the Philippine Air Force 
in 1987-88, and who is now also head of the 
armed forces weapons board which ap- 
proved the purchase. 

Recently Sotelo has already been publicly 
hounded by Sen. Ernesto Maceda, chair- 
man of the senate, over allegations that 
he was building a 27 million (US$327,870) 
house for himself in a select Manila suburb. 
Sotelo replied that the house was worth 
much less than that, and that it was his 
son’s. Maceda told the REVIEW that he was 
“not happy” with the procurement of the 
Italian aircraft, mainly because he felt the 
armed forces needed more helicopters for 
the counter-insurgency effort rather than 


fixed-wing aircraft, but that the word 
from Aquino had effectively silenced the 
issue. 

Whatever the background to the buying 
of the 18 Italian jets, military analysts say the 
air force does badly need a modern trainer 
aircraft for Filipino pilots learning to fly 
the air force’s main combat jet fighters, the 
ageing squadron of F5s, and whatever strike 
aircraft the government chooses to replace 
them. 

But according to one Western military 
analyst: “The S-211 is not a very good air- 
craft.” That view also is the theme of the rival 
Spanish Casa company, which says its C-101 
beats the S-211 in speed, endurance, range, 
manoeuvrability and military load. A com- 
pany spokesman in Manila said that Casa 
was Offering a 20-year payment period to 
the government, compared with Agusta’s 10 
years, with no downpayment and lower in- 
terest rates which would, in fact, make 
its aircraft US$11 million cheaper in the long 
run. 
Philippine Air Force delegations tested 
both aircraft in their home countries in 1987, 
along with a similar jet in Switzerland. The 
Spaniards complain that the two jets were 
not not given a "fly-off" test in the Philip- 
pines, but a Western military official said this 
was not necessarily a requirement after air 
force officials had already put the two aircraft 
through their technical paces. 
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There was alsoa report that the Italian jets 
tested by the Filipinos — including a flight by 
air force commander Maj.-Gen. Jose de Leon 
at an air exhibition in Manila on 4 March — 
were equipped with electronics not fitted to 
those about to be delivered to the Philippine 
Air Force. But it appears the almost inevita- 
ble controversy over the new purchases will 
die down as quickly as similar ones in the 
past. * 
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SINGAPORE 


Eminent British human-rights lawyer banned 


Ruled out of court 





By N. Balakrishnan 





T heSin gapore Governmenthas barred 





well-known British human-rights 

lawyer Anthony Lester QC from 
practising in Singapore, drawing strong pro- 
tests from the British Foreign Office. Singa- 
pore alleged on 10 March that Lester — coun- 
sel for Teo Soh Lung, a Singaporean lawyer 
detained under the Internal Security Act (ISA) 
since April 1988 — had pressured the British 
Government and legal circles to interfere in 
the domestic affairs of Singapore. 

A Foreign Office spokesman said Lester's 
exclusion “would inevitably have an impact 
on the high reputation which Singapore has 
enjoyed for its respect for the rule of law and 
all that goes with it.” 

Meanwhile, the Singapore Government 
on 11 March released under restrictions 
Chng Suan Tze, Kevin de Souza and Wong 
Souk Yee, who had also been held under the 
ISA since April 1988 along with Teo, soon 
after they dropped legal challenges similar to 


Teo's against their detention. Their release 
leaves only Teo and church worker Vincent 
Cheng still in detention of the group of pro- 
fessionals initially arrested in 1987, released 
later that year and rearrested in 1988, 

Lester, the governor of the British Insti- 
tute of Human Rights, had argued unsuc- 
cessfully for Teo's release in the High Court 
in August 1988, though she was released in 
December on an Appeals Court ruling in a 
related case. She was rearrested within mi- 
nutes and Lester appeared for her again in 
High Court habeas corpus hearings which 
ended on 9 March and are expected to result 
in a judgment in the next few weeks. How- 
ever, Lester was advised by the Singapore 
Government in late February that his profes- 
sional visit pass for these hearings would be 
his last. His appeal against that decision was 
rejected. 

As evidence of interference in its domes- 
tic affairs, the government alleged Lester had 
told a private university seminar held in Lon- 


don in December that he was unhappy with 
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-the re-arrests and that he was called in to take 
 Teo's case "because Singapore's lawyers 
were afraid to take it lest they be arrested" — 
| à charge the government said was baseless 
. and preposterous. Lester advised the gov- 
. ernment he had been misinterpreted at the 
. seminar. 

. Following the Singapore Immigration 
. Department's decision on Lester, on 24 Feb- 
- ruary the assistant under-secretary of state at 
© the Foreign and Commonwealth Office in 
- London, Robin McLaren, called Singapore's 
. Ambassador to London Aziz Mahmood 
. and, according to the government state- 
. ment, told him that Lester's barring may 
- have repercussions in the British Parliament 
: and might even affect bilateral relations. 
"The British High Commissioner in Singa- 
. pore Michael Pike met Singapore's perma- 
- nent secretary of the Ministry of Foreign Af- 
. fairs Peter Chan on 28 February to convey a 
—.- similar message from Britain. The Foreign 
_. Office denied a Singapore allegation it had 
. . said Lester was in the forefront of those in 
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British legal circles pressuring London to 
«(e protest against the ISA arrests. 
F Singapore also charged that Lester had 
... told S. Tiwari, the state counsel in the Teo 
.. case, that the British foreign secretary had 
/'' made representations on his behalf. Tiwari 
|. said that Lester did not want to get British 
Prime Minister Margaret Thatcher to write a 
letter, because he did not think he should 
bother her on this case. 
. The Singapore Government had de- 
scribed Lester's actions as being "intended to 
awe and intimidate the Singapore Govern- 























of being denied entry to practise had been 
“combative and truculent." 

However, British Government sources 
said that the Singapore Government's in- 
terpretation of what happened during meet- 
ings between officials was "misleading." A 
Foreign Office spokesman said Lester “en- 
joys the highest professional and public 
standing in courts throughout the Common- 
wealth, the EC and elsewhere. . . [His] expul- 
sion from the courts in Singapore is bound to 
cause widespread dismay going beyond 
[Britain ]." z: 
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ment." Lester's actions since receiving news . 





Native city’s elite takes vicarious pride in Rushdie 











tered the courage to openly support 

Salman Rushdie here in his native 
city, he enjoys a good deal of sympathy, at 
least within the elite stratum that nurtured 
him. The Bombay-born writer has been in 
hiding ever since he was sentenced to death 
by Iran's ageing theocrat, Ayatollah Kho- 
meini, for alleged affronts to Islam in his 
latest book, The Satanic Verses. 

Many Bombayites privately admit to a lin- 
gering, vicarious pride that a “hometown” 
literateur should be able to rock the world 
with his prose. And, despite his Rugby/ 
Cambridge veneer and his assumed British 
nationality, Rushdie is very much an “Indo- 
Anglian” writer. 

Despite the Indian Government's ban on 
The Satanic Versees, clandestine copies circu- 
late freely in the city's elite parlours and it has 
become chic to drop allusions suggesting 
that one has actually read the book. 

More thoughtful intellectuals wonder, 
though, what the ban and the subsequent 
Rushdie controversy say about India’s vaunt- 
ed "secularism." They ask how it will be pos- 
sible to refute the theocratic pretensions of 
clerics, if one cannot question the divine in- 
spiration of religious texts. India has no 
shortage of clerics claiming divine irrefutabil- 
ity: not just mullahs, but equally the priests 
of Sikh militancy or Hindu revivalism. _ 

Politicians of the ruling Congress party — 
ever mindful of the Muslim vote bank — are 
quick to congratulate the Rajiv Gandhi gov- 
ernment for being the world’s first to ban The 
Satanic Verses. But this act of appeasement 
hardly sufficed to defuse the communal 
powder keg, as Bombayites were forcibly re- 
minded on 24 February, in the wake of the 
Khomeini edict. 

On that day, 12 Muslim rioters died in 
clashes with police in the Bhendi Bazaar 
ghetto. The call for the anti-Rushdie protest 
was issued by “retired” underworld don 
Haji Mastan Mirza, who had seized on the 
occasion to burnish his somewhat faded 
Muslim credentials. Mastan had been placed 
in “protective” custody the day before, leav- 
ing the volatile demonstrators leaderless and 
spoiling for a fight with the police. Mastan 
was subsequently banned for a fortnight 
from Bombay, New Delhi and a handful of 
smaller cities. But he has promised to con- 
vene another anti-Rushdie rally in Bombay, 
after his banishment is over. 

Mastan was not the only one to make po- 
litical capital out of the Rushdie issue. So did 


Ithough few public figures have mus- 
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anti-hero 
Bal Thackeray, leader of the rightwing, 
Hindu chauvinist Shiv Sena party which 
controls the Bombay municipal council. A 
self-confessed admirer of Hitler, Thackeray 
had recently succeeded in getting the gov- 
emment of Maharashtra state to suppress 
"anti-Hindu" writings by the late B. R. Am- 
bedkar, a leader of the untouchables. 

But in an uncharacteristic outburst of free 
speech advocacy, Thackeray rallied to 
Rushdie's defence. When this stance earned 
hima telephoned death threat, theShiv Sena 
supremo countered by offering to wreak 
vengeance on Bombay's 9,000-strong Ira- 
nian community. 

Such excesses have prompted rounds of 
hand-wringing by liberal newspaper com- 
mentators about how the issue has fanned 
the flames of communal tension and rein- 
forced stereotypes of Muslim medievalism. 
Many of these jeremiads, though, implicitly 
blame Rushdie himself and his Western pub- 
lishers for stirring up the communal hornet's 
nest in the first place. 

The fortnightly India Today, the country's 
leading news magazine, featured a ba- 
lanced, 11-page cover story on Rushdie in its 
15 March issue. Letters to the editor in major 
newspapers have more or less been split 
evenly on the question of the book's ban and 
the Khomeini edict. However, few news- 
paper columnists support Rushdie openly. 

And neither do many of his more moder- 
ate co-religionists. Members of the relatively 
enlightened Ismaili sect (followers of the 
Agha Khan), privately deplore outbreaks 
like the 24 February riot, but keep quiet in 
public. So do politicians like Arif Moham- 
med Khan, who once left the Congress party 
in protest against its pandering to Muslim 
prejudices. | 

Koranic scholar Rafiq Zakaria declared 
the ayatollah's death sentence "totally il- 
legal" but at the same time dismissed 
Rushdie's defence that thebook was pure fic- 
tion. Opposition MP Syed Shahabuddin 
ducked the issue by pronouncing it an affair 
entirely between Rushdie and the ayatollah. 

No such reticence afflicted Shahi Imam 
Abdullah Bukhari of Delhi's Jama Masjid 
who is Shahabuddin's main rival for leader- 
ship of the more hot-headed segment of the 
Muslim masses. Bukhari lost no time in en- 
dorsing the Khomeini edict. 

For years, Muslim activists have been 
locked in a battle with Hindu revivalists to re- 
consecrate the Babri Masjid, a defunct mos- 
que built by a Moghul emperor on the site of 
the purported birthplace of the Hindu diety 
Rama. “How handy for the Shahi Imam that 








n 


the Rushdie issue should come up just as 
Muslims were losing patience with the Babri 
Masjid stalemate,” an Ismaili observer com- 
mented. 

“After all, it costs you nothing to stand in 
India and shout for some foreign writer's 
blood — as long as you yourself don't have to 
actually go and spill it." 


Michael Vatikiotis writes from Jakarta: 
Meanwhile, with a calmness contrasting 
sharply with the book burning and wild 
demonstrations witnessed in other Muslim 
countries, reaction to the Rushdie affair in In- 
donesia has been slow to gather pace. The 
world's largest Muslim community is also 
one of the most moderate, where the views 
of an urban Muslim intellectual elite fre- 
quently prevail over those of more tradition- 
ally oriented rural preachers. 

The government's initial reaction was to 
bar the book from entering the country. 
While an outright ban may have been de- 
layed to avoid offending a group of visiting 
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Rushdie: sympathy. 


British MPs, the reluctance was also 
symptomatic of the distance maintained be- 
tween the state and majority religion in In- 
donesia. 

Significantly, the attorney-general said 
the content of The Satanic Verses was contrary 
to the state ideology of Pancasila, with al- 
leged blasphemy against Islam only the sec- 
ond reason. Pancasila synthesises In- 
donesia's religious diversity by laying stress 
on "belief in one God." But a prominent 
Muslim leader told the REVIEW that the gov- 
ernment was also trying to avoid being seen 
to be influenced by Muslim feeling. 

Not that feelings appear to be running 
high about the issue. The press took a sur- 
prisingly detached view of the book, focus- 
ing on such issues as whether Khomeini 
spoke for the whole Muslim community. 
Two weekly magazines even ran extensive 
synopses, prompting criticism that they 
were advertising the novel. 


23 MARCH 1989 


Inevitably, the Rushdie affair has pro- 
vided a focus for debate in a country where 
restrictions on the media and academic free- 
dom necessitate the use of outside issues to 
reflect internal concerns. A one-day seminar 
held in Jakarta by the Muslim-dominated In- 
stitute for the Study of Religion and 
Philosophy, generated much talk about 
the period of presidentSukarno's rule, when 
literature was highly politicised and writers 
persecuted. Frequent references to the book 
as a product of a clash between Eastern 
and Western values were balanced by at- 
tempts to defend the role of literature as 
a means of discussing cultural and moral 
values. 

Prominent Muslim intellectual Fachry Ali 
said he was surprised by the tougher line 
taken on the book by some poets and writ- 
ers. The relatively moderate stance of the 
Muslim scholars, he suggested, showed just 
how Westernised the modern Muslim intel- 
lectual elite had become. The government is 
now encouraging Islamic scholars to go to 
US or European universities rather than to 
Middle Eastern schools where there is a 
danger of being influenced by extremist 
views. 

The objective view of the book might be a 
reflection of purely urban Muslim opinion, 
as the vast majority of Indonesia's Muslims 
are in rural areas where they are influenced 
by more traditionally minded preachers. But 
there is also a sense in which Indonesia's 
unique cultural and religious syncretism 
makes it hard to take such a book too seri- 
ously. Javanese culture is riddled with prac- 
tices and literature that could loosely be de- 
scribed as heretical. Javanese mysticism, or 
kebatinen, draws heavily on a mixture of pre- 
Islamic Hindu beliefs and Islam. 

Perhaps with an eye on the implicit 
hypocrisy in making too much noise about 
Rushdie in Indonesia, the news magazine 
Tempo included as part of its coverage, an ar- 
ticle on Indonesian heretical Islamic writing. 


Suhaini Aznam writes from Kuala Lumpur: In 
Malaysia, also, where Islam is the official reli- 
gion, response has been muted. While the 
government has banned the book, it has dis- 
tanced itself from the ayatollah's call for 
Rushdie's death. The moderate response 
surprised some observers, given the strident 
attack by the youth wing of the new United 
Malays National Organisation (Umno Baru), 
the leading component in the government 
coalition, on Singapore when Israeli Presi- 
dent Chaim Herzog visited the republic in 
1986. 

It has been left to the opposition Parti 
Islam to condemn Rushdie. The party staged 
a peaceful rally on 24 February in the conser- 
vative state of Trengganu, which drew more 
than 2,000 Muslims. The government has 
never looked to Iran as its model of a Muslim 
state and religion traditionally has not been 
the vehicle for violent or militant campaign- 
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DEFENCE 1 


Major shakeup recommended for forces structure 


Lean and hungry 
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Cy un for decades on a shoestring, New 
. E Zealand's small defence forces now 
= face a major administrative shakeup 
| — but may not get all the benefits of cost sav- 
_ ings. While chief of defence staff Lieut-Gen. 
- John Mace said it was necessary for motiva- 
` tion and morale that the benefits of a review 
_ of defence-resource management made pub- 
-lic on 2 March should be ploughed back into 
defence, Finance Minister David Caygill 
< would not rule out their being diverted into 
general government coffers to help cut his 


oe budget deficit. 


The review team was chaired by Derek 


e Ee Quigley, who while associate minister of fi- 


nance from 1978-81 in the National Party 
government — now in opposition — 


v b specialised in trying to improve financial 


management of the state services. Quigley 
recommended sweeping changes to which 
initial ministerial reaction was sympathetic 
in general, though not in detail. 

He also advanced defence, political and 
economic reasons for strongly supporting 


the proposed NZ$2 billion (US$1.24 billion) 
propose 


. purchase of four new frigates together with 

Australia — fiercely opposed by the anti-nu- 
dear element among the ruling Labour 
Party's supporters. 

The review's most striking proposal 
suggested concentrating the army and air 
force in a triangle of three bases in the centre 
and southwest of the North Island and clos- 
ing down bases in and around Auckland. 
Two army bases would alsobe maintained in 


v the South Island at Christchurch and in the 
©. mountain country, while the air force would 


keep a base at Christchurch and a small base 


3 < at the northern tip of the island. The navy is 


~~ already largely concentrated in Auckland. 
. This would involve the phased closure of 
. 30 major army and air force bases and a range 
of smaller depots and rationalisation of the 
. naval complex. Some of the land in Auck- 
land occupying prime harbourside sites 
could be sold off for housing development. 
The review also proposed sales of surplus 
transport equipment and the reduction of 
the navy's diesel supplies from a two-year 
stock to three months. 

This programme ran into immediate criti- 
cism from opposition defence shadow 
minister Don McKinnon, who said it was 
foolish to leave Auckland and the northern 
half of the North Island, where half of the 
population lives, without a major army or air 
force base. 

The military's strength numbered 5,953 


in the army, 4,191 in the air force and 2,536in 
the navy in early 1988, with 5,946 part-time 
"territorials" and 2,160 reserves in the army 
and an unspecified number of volunteer 
naval reserves, all with high personnel turn- 
overs. All three services maintain staffs at 
headquarters where there is "chronic" over- 
staffing, according to Quigley, and the three 
service chiefs have an equal voice on the De- 
fence Council with the chief of defence staff. 
All three services have different stores ar- 
rangements and there is a lot of duplication. 

Quigley suggested headquarters staff 
could be cut from 1,450 to 320 by following 
his recommendations that the forces should 
concentrate on operations, with only a small 
presence at headquarters under a chief of de- 
fence staff with clear supreme command 
powers. Defence, as distinct from military, 
policy should be a matter for a small civilian 
ministry of defence. 

He recommended that resource alloca- 
tion should be according to an integrated po- 






licy instead of by service and that stocks and 
property should be managed on a "tri-ser- 
vice" basis. He proposed much greater "civi- 
lianisation" of administrative tasks now per- 
formed by higher-paid military personnel. 

The review proposed the disbanding of 
the naval reserve and a rethink by the army 
of its reserve, because the reserves "serve no 
strategic purpose" in an environment in 
which he defined the military need as for "a 
small, mobile and flexible force for a vast but 
relatively stable maritime area of direct 
strategic concern" in which the credible 
threats over the next decade were "low to 
just below medium levels of conflict," princi- 
pally from terrorism or infringement of 
sovereignty over natural resources. 

Overall, Quigley estimated "conserva- 
tively" savings of NZ$164 million annually 
by the third year, representing 12% on the 
current NZ$1.4 billion budget (2.1% of GDP) 
and one-off savings of NZ$47 million. 

But elsewhere in his report there was not. 
much comfort for those wanting flesh as well 
as fat cut from the services. As well as back- 
ing the controversial frigates purchase, 
Quigley also said a NZ$2 billion re-equip- 
ment programme was required for the small 
and ageing air fleet. New Zealand has only 
24 fighter aircraft, Skyhawk A4s, which have 
recently been refurbished but due to reach 
the end of their life between 2000and 2005. m 





DEFENCE 2 


Parliamentary committee wants to retain Gurkhas 


Fight to survive — 
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British parliamentary committee on 
JA seers has recommended that the 

British army's Brigade of Gurkhas, 
most of which is based in Hongkong, should 
be redeployed and not disbanded in 1997 
when the colony reverts to Chinese 
sovereignty. The non-binding recommenda- 
tion contrasts with reports two years ago that 
the Gurkhas would be reduced from the cur- 
rent 8,000 to 5,000 by 1997. Meanwhile, part 
of the redeployment could see a Gurkha bat- 
talion replace the New Zealand infantry unit 
now stationed in Singapore, but expected to 
be withdrawn by the end of this year. 

Of the five British Gurkha infantry battal- 
ions, three are in Hongkong, one in Britain 
and the other in Brunei, under agreement 
between the three governments. A detach- 
ment privately recruited from Nepal with 
government agreement is serving in Singa- 
pore, where it provides protection for va- 
rious key installations and officials. 

Apart from defence, the role of Gurkhas 
in Hongkong is to support the police to main- 
tain order and carry out patrols to check il- 


legal immigration from China. Quoting from 
evidence given by Defence Ministry officials, 
the report said no significant changes to the 
strength and structure of the Hongkong gar- 
rison would take place before 1992. Such 
changes then could include getting rid of one 
infantry battalion. “Thereafter, should the 
situation in Hongkong allow, the remainder 
of the brigade could be withdrawn over the 
period up to 1997." 

The committee expected the bulk of the 
Gurkha Brigade to be stationed in Britain 
eventually. But it noted the suggestion made 
in defence circles that a Gurkha battalion be 
deployed in Singapore after the withdrawal 
of the New Zealand unit. This would be in 
the context of the Five Power Defence Ar- 
rangement established in 1971, under which 
Britain, Australia, New Zealand, Malaysia 
and Singapore consult on regional defence. 

The report also criticised the British Gov- 
ernment's decision to close the regiment's re- 
cruiting, welfare and resettlement base at 
Dharan in Nepal. Moreover, the overriding 
reason for keeping the Gurkhas was "value 
for money," because Gurkhas come much 
cheaper than British troops. au 
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] Eac h day our journalists, editors and Where you find it on your radio depends 
TO Ca 





e — largely where you find yourself on the globe. 
[ 3 Em Write to BBC World Service Publicity, 
Department FE, PO Box 76, Bush House, 
Strand, London WC2B 4PH, and we'll gladly 


send vou details. 





BOG WORLD SERVICE 


ov we wm a Q9 MP MA b Ur Re aa aoe ww mm ro De Lo T 


` 
LS 


$5 


JL 


j 


i 


- " "TL ‘ jT to 
D LERE 


No seasoned business 





traveller would 


ever miss the chance for an upgrade. 


The entire Hyatt Aryaduta 
Jakarta has been dramatically 
upgraded. New rooms, professional 
services, and elegant decor. An 
uplifing spirit has spontaneously 
emerged. 

With your needs in mind 
experience the comfort of our 
spacious rooms, carefully designed 
to the highest specifications, some 
featuring enchanting outdoor terraces 


opening on to the exotic Balinese 
Pool and an exclusive Fitness Centre. 
Our all-new Ambassador Wing, 
for instance, is an excellent 
example. 

The beds are king sized. The 
marble bathrooms have walk-in 
showers. The luxurious 
furnishings and decor are 
subtle and refined. There 
isawell equipped Business 
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Centre with secretarial services 
and a private conference room. 

And you can entertain with 
confidence in a choice of exquisite 
restaurants. 

Hyatt Aryaduta offers you the 
traditional charm and hospitality 
of Indonesia with inter- 
national style. Experience 
Jakarta’s most elegant 
hotel now. 


HYATT) ARYADUTA JAKARTA 


Jalan Prapatan 44/48, Jakarta 10110 Indonesia. Telephone: (021) 376008. Telex: 46220 JKT Cable: ARYADUTA. Telefax: 349836. 
For reservations at over 140 Hyatt Hotels and Resorts worldwide, contact your nearest Hyatt Hotel or your travel planner. 
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Traveller’s Tales 


he  mini-Vietnam-type conflict 

which has been raging in the 

Chittagong Hill Tracts (CHT) for so 

many years, arousing such little in- 
terest in the world's media, has appalled and 
fascinated me for some time. So when I met 
Bangladesh President H. M. Ershad in Oc- 
tober 1987, I raised the issue again. He 
promptly invited me to come and see for my- 
self, promising that I would be able to go any- 
where I liked in the CHT, despite the security 
situation. Nearly 16 months later, I finally 
made the trip in the company of the REVIEW's 
Dhaka correspondent, Sayed Kamaluddin. 
Thus this week's cover story. 

For several years, the REVIEW has been re- 
ceiving regular packages of propaganda al- 
leging atrocities committed against the CHT 
tribal peoples. The propaganda is mostly the 
product of the information department of 
the party controlling the the tribal guerillas — 
the Shanti Bahini (SB) — and is predictably 
one-sided. Similar material arrives from 
sources in India and Europe, much of it from 
a Dr Ramendu S. Dewan who distributes it 
from an address care of a member of the 
chemistry department of Britain's Salford 
University. 


The tone of the letters is of sustained out- 
rage against the Bangladesh army and the 
Bengali settlers who are alleged to be en- 


| gaged in the genocide of the tribal peoples, 


, 


no less. “The Islamic regime of Bangladesh is 
continuing the systematic extermination of 
the Jumma people with the highest degree of 
Islamic zealotry.” The Bangladeshi armed 
forces are “invaders” and “dastards,” Ben- 
gali settlers are "infiltrators" who commit 
“massacres” and "genocide"; the tribal 
people are "innocent victims." The SB is a 
brave "resistance force" which confines its 
attacks to military camps and army patrols. 

Although the material is written in 
extreme language with all the blinkered, 
blood-thirsty fury of one of China's Red 
Guards denouncing capitalist imperialism, it 
contains no obvious ideological jargon. It 
came as no surprise, however, to learn that, 
while the SB is primarily a young, nationalist 
guerilla army, many of them carry the Little 
Red Book of Mao Zedong’s thoughts and 
many of their leaders are old Marxists. 


In preparation for my trip, I wrote to Dr 
Ramendu Dewan and asked him to select 
some sites of atrocities where I might expect 
to confirm some of the allegations he had 
made. He replied, designating three places. 
Like the rest of the material, his accounts 
of the atrocities were extraordinarily de- 
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tailed. Routinely the material gives detailed 
lists of names of victims, their ages, family re- 
lationships and, in some cases, their addres- 
ses. Names of officers and soldiers allegedly 
responsible are sometime included. How- 
ever, in Dhaka I had no success in tracking 
down any of the SB sympathisers Dr Dewan 
also listed for me. In connection with the last 
of the three villages he recommended I visit, 
Naran Khiya, he added to his account: "One 
of the victims is Mrs Sobha Chakma (25 yrs). 
She survived her serious wounds miracu- 
lously and now she has taken refuge in Trip- 


"n 


ura. 


On our CHT safari, Kamaluddin and I 
crisscrossed the CHT over several days, visit- 
ing, as promised, the three settlements 
Dewan had designated as well as Dighinala, 
Boalkhali, Khagrachari, Kawkhali, Kaptai 
(the site of the hydroelectric dam), Bandar- 
ban, hamlets in the vicinity of these centres 
and Chittagong itself. We were in the hands 
of the authorities. 

Some of our worries were justified. The 
arrival of a helicopter in the remoter villages 
containing strangers — one a European and 
the other the commanding, moustachioed 
figure of Col Ibrahim (featured on this week's 
cover) — was greeted by processional arch- 
ways decked out in foliage, school girls offer- 
ing bouquets, welcoming committees of vil- 
lage headmen and officials and other local 
dignitaries, plus what appeared to be the en- 
tire population of the settlement. It was a lit- 
tle like covering the Vietnam war from a US 
army helicopter. 


Ungraciously, we complained. But it was 
quickly clear that there was no alternative. 
The arrival of the helicopter alone was 
enough to assemble a whole village. Strang- 
ers had to be greeted with traditional hospi- 
tality, and requests that formalities should be 
dropped met outraged complaints: those 
told to carry on working in the fields were 
furious about missing the party, while head- 
men accused the Bangladesh military of en- 
couraging the tribal people to cleave to their 
traditions, and then trying to preventa prop- 
er welcome to visitors. 

Soon, our own worries were stilled. After 
the initial ceremonials were over, uninhi- 
bited dialogues took place. The villagers 
showed no signs of being cowed by the mili- 
tary presence, no nervousness about ex- 
pressing views or recalling in detail the sad 
incidents we were investigating. The village 
children kids were cheekily at ease with the 
colonel. Without echoing the Bengalis' often 
patronising remarks about the simplicity of 
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the tribal peoples, it was impossible to be- 
lieve that they were engaged in acting out a 
deliberate deception, in fear of an oppressive 
military force. 


We conducted dozens of interviews, apart 
from those I had managed to hold back in 
Dhaka with a couple of SB sympathisers and 
a group of equally radical young tribal stu- 
dents, who alleged recent massacres, but 
who were embarrassingly unsure of dates, 
places or of casualty figures, within a hundred 
or so. In the CHT, we met headmen and poor 
farmers, teachers and school kids, former 
regulars of the SB, returnees from the misera- 
ble refugee camps in Tripura. We tried to 
match up the gory accounts in the propagan- 
da material with what those involved said 
had actually happened. The inescapable 
conclusion was that the propaganda was 
twisted and inaccurate. All the casualty fig- 
ures were hideously inflated, mostly by add- 
ing a zero. 


For example, at Naran Khiya (or more ac- 
curately at the nearby hamlet of Komillatilla) 
the SB attacked the village on 26 April, killing 
13 and injuring seven Bengalis. In reprisal a 
Bengali set fire to the tribal settlement, burn- 
ing down 11 huts, while one Chakma, graz- 
ing his cattle nearby, was hacked to death by 
Bengalis. The security forces arrived almost 
immediately and fired into the air, chasing 
the Bengalis into the jungle. Within minutes 
Col Ibrahim himself, plus the deputy com- 
mander and the superintendent of police 
were on the scene. Money, rice and clothing 
were distributed to the homeless. 


I managed to nail at least one lie. According 
to Dr Dewan, Mrs Sobha Chakma, the 
widow of the one fatal casualty (Dewan 
claims at least 20 were killed) was severely 
wounded, survived miraculously and had 
found refuge in Tripura. I met Mrs Sobha 
Chakma. She told me she had stayed in her 
home throughout the incident. She had not 
been injured. She had not been to Tripura. 
Never. This is her photograph: 


S3IAVO 33H30 





37 


NOW DISTANCE IS NO LONGER 
A BARRIER. 











Most long-haul flights used to be exactly that. A 


long haul, with the inevitable refuelling stop en 


route. The barriers of distance stood in our way. 





But now those barriers have been broken, by the 
largest, fastest long-haul aircraft in the world. 
SIA's MEGATOP 747. It will be the first passenger 
aircraft ever to fly nonstop between Singapore 
and London . . . cutting hours off normal travel 
times; the first stretched upper deck 747 capable 
of flying San Francisco to Hong Kong nonstop, or 
Honolulu to Singapore nonstop; and the first of 
its type to serve Europe, Australia and Asia. Yet 
no matter how many hours our MEGATOP may 
save you, you will still have ample time to enjoy 
a standard of inflight service even other airlines 
talk about. The MEGATOP 747 takes you further, 
faster, in greater comfort and luxury, than you 


ever imagined. Experience it from 9 April 1989. 


A great way to fly N 
SINGAPORE AIRLINES J, 
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INDONESIA 


New sultan takes the throne of the Mataram dynasty 








By Merle C. Ricklefs 





ith much pomp and ceremony, 
the new sultan of the Indone- 
sian kingdom of Jogyakarta on 
7 March formally assumed the 
grandiloquent name and title of his father: 
The Royal Feet, His Highness, The Most 
Noble Sultan Hamengkubuwono, Com- 
mander-in-Chief on the Field of Battle, Ser- 
vant of the Merciful, Lord of the Faith, Reg- 
ulator of Religion, Caliph of God. He is now 
the 10th sultan of his line. But of course In- 
donesia is a republic, so the national interest 
attending this succession of a sultan merits 
some explanation. 

For starters, the special standing of the 
sultan is reflected structurally in the status of 
Jogyakarta as a special district, something 
constitutionally equivalent to a state-within- 
a-state. Aceh is the only other special district 
in Indonesia. 

But beyond its constitutional position, 
the unique status of Jogyakarta, the seat 
of the Mataram dynasty, is the legacy of 
traits found in the successful Mataram 
monarchs: an ability to claim legitimacy 
rooted in pre-modern Javanese myths of 
the monarch's powers, and an ability to 
respond creatively to a changing 
world. 

No one exemplified these traits 
better than the late Sultan Hameng- 
kubuwono IX, whose reign stretch- 
ed from 1939 until his death on 2 
October 1988. To many ethnic Java- 
nese — of whom there are around 
70 million — he was a king, with 
supernatural powers, and many 
tales were told of his superhuman 
feats and of his personal courtesy 
and modesty. To citizens of greater 
Indonesia, he was a hero of the fight 
for independence and a leading fig- 
ure in the nation. 

Hamengkubuwono IX's son, 
though, has other examples of the 
successful use of kingly powers 
since the 16th century. The 
Mataram dynasty is grander than 
conceded by some, but not as grand 
as many of its Indonesian admirers 
might wish. It could be argued 
that there have been only three 
great kings in the four centuries 
and 44 monarchs of the dynasty, 
using ag a yardstick a monarch’s 
ability to leave his kingdom more 
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Jogyakarta’s new sultan, Hamengkubuwono X. 


stable, prosperous and powerful than he 
found it. 

The origins of the dynasty in the late 16th 
century are unclear. The first conquering 
monarch of the line, Panembahan Senapati 
Ingalaga, who reigned from around 1584 to 
1601, might be a candidate for greatness 
under the above definition, but too little is re- 
liably known of his reign to settle the point. 
However, the legends of his rule are impor- 
tant. Heis said to have established an alliance 
with the goddess of the southern ocean, a 
local deity both beautiful and demonic who 
lives beneath the waters of the Indian Ocean 
off Java's south coast and who commands all 
the spirits of Java. This goddess, known as 
Ratu Kidul, gave him her love and sup- 
port. 

Then, Sunnan Kalijaga — one of the 
legendary apostles of Islam in Java — gave 
Senapati advice on how to pursue dominion 
over Java. Legend describes Senapati's 
legitimacy as both Islamic and local 
in origin and secured by his military 
prowess. 

The first unquestionably great king is the 
man whom Javanese still call Sultan Agung 
or the Great Sultan. He reigned from 1613 to 
1646, during which time he imposed the 
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Jogya's crowning glory 


Mataram dynasty’s authority over Central 
and East Java and Madura in a series of brutal 
and brilliant military campaigns. By the time 
of his death several kingdoms in Sumatra 
and Kalimantan also recognised him as their 
overlord. But it was during his reign that the 
Dutch East India Company (VOC) estab- 
lished its headquarters at Batavia (now 
Jakarta) in 1619. These interlopers, too, be- 
came Agung’s targets. In 1628 and 1629, he 
sent armies 500 km from his court to besiege 
the Europeans at Batavia, and twice failed to 
expel them. 

Sultan Agung possessed that other ele- 
ment of Mataram success: a marriage to the 
goddess of the southern ocean. The chroni- 
cles tell a poignant tale of their parting after 
making love. She tearfully asks him, whom 
she describes as a great and just monarch 
whose reign was sanctioned by Mecca, to 
use his powers so that she might become a 
mortal rather than a goddess and spend 
her days with him. He tells her that 
her circumstances are the will of God, 
but that on the day of judgment she will 
again become mortal and they will be re- 
united. 

After Agung’s reign the dynasty suffered 
a century of crises and disasters. Until the 
middle of the 18th century, the 
Mataram dynasty can offer no can- 
didates for our hall of greats. Then 
there appeared a prince call Mang- 
kubumi, the second great monarch 
of the dynasty. In 1746 he rebelled 
against his brother the king, a rebel- 
lion that lasted nine years and pitted 
him against the Dutch East India 
Company. Finally he beat the voc 
and forced them to surrender half of 
the Mataram kingdom to him in 
1755. Mangkubumi then took the 
name Hamengkubuwono I and 
his reign lasted until 1792. He 
established his new court city at 
Jogyakarta, which by the end of his 
reign had the most powerful mili- 
tary force in Central Java. The new 
kingdom prospered under his rule, 
while the voc slipped into bank- 
ruptcy. 

Mangkubumi / Hamengkubuw- 
ono I was a practical monarch, but 
he also was said to possess the ex- 
pected supernatural forms of legiti- 
macy. He constructed Taman Sari, a 
vast Xanadu of pavilions and water- 
ways that became a symbol of his 
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After 1800 the Mataram dynasty entered 
another period of decline, and by 1830 the 
Dutch had imposed colonial rule across Java, 
reducing the Javanese monarchs to what the 
novelist Louis Couperus once call "living 
wayang puppets." 

The end of Dutch colonial rule in World 
War II and the Indonesian revolt saw, at last, 
the third great monarch of the Mataram 
dynasty: Sultan Hamengkubuwono IX, the 
father of Jogyakarta's new ruler. He was 
born in 1912, and at an early age his father 
sent him to be raised by Dutch families. For 
the rest of his life, Hamengkubuwono IX was 
known to close friends by the Dutch 
nicknames he acquired, Henk or Henkie. 

He was sent to the Netherlands for his 
schooling and attended Leiden University. 
His studies were cut short by the outbreak of 
war in Europe, and after he returned to Java, 
his father fell ill and soon died. As the young 
prince stepped from the train in Jogyakarta, 
he was greeted by a thunderclap froma clear 
sky and earth tremours. It was said that 
supernatural powers also welcomed him. 

When the Republic of Indonesia declared 
its independence on 17 August 1945, Sultan 
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lengthy family meetings that 
would assume the title. And 





links with the goddess of the southern ocean. 








Hamengkubuwono IX declared his support. 
In January 1946, the republican capital was 
moved from Jakarta to Jogyakarta, and the 
sultan became even closer to the centre of na- 
tional affairs. From 1945 to 1953, he was a 
member of all but one republican cabinet. 
When Gadjah Mada University was estab- 
lished in 1946, he offered the front portion of 
his court for its premises. When the Dutch 
took Jogyakarta again in 1948-49, they of- 
fered to make him the head of a Javanese 
state but he refused. Instead his court be- 
came a centre of intelligence and coordina- 
tion for republican guerilla forces. He was a 
republican sultan: a contradiction in the eyes 
of some, perhaps, but a role consistent with 
his dynastic predecessors’ ability to read 
changing times creatively. | 

He continued to be of national impor- 
tance after independence. In particular, he 
was prominent in the creation of President 
Suharto's New Order after 1965. From 1973- 
78 he served as the country's vice-president. 

The late sultan was thus a modern man, 
yet his roots in Javanese tradition were deep. 
The best example concerns the question of 
the succession. For many years he said that 
he would be the last sultan of his line, for the 
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age of sultans was past. This was a modem, . 


democratic view, but he said he held itbe- 


cause this was the advice he had received 
from the goddess of the southern ocean. Pre- 


sumably a change in her advice lies behind — 


the succession of his son. 

The new ruler, Sultan Hameng- 
kubuwono X, has a hard act to follow. His 
ability to claim the loyalty of his subjects will — 
depend on whether he is seen to be able to 


marshal those still-powerful supernatural — 


forces of Central Java. Already signs and por- 
tents are being read for their si 


needs of the Suharto regime, which is now E 
beginning to think about it own succession. 2 
One hallmark of the Suharto regime has 


been its traditional Javanese style. It has : E 


been common among senior government 


officials to consult gurus and engage in .- 
Javanese mystical practices known as Kebati- = 
nan. Suharto's own admiration for the late 
sultan was said to arise partly from such © 
roots. So the regime may need a Sultan of 
Jogyakarta for reasons both of public image 


and supernatural legitimacy. " 


ity, thenew sultan said the role of the palace would be confined to 


Nevertheless the new sultan's affiliation to Golkar already sets 
rom his father as a figure less independent of the gov- 
Javanese, though, have become cynical about — 
1self referred to as the need for “paternalistic”. 


m the politicking was the week-long program- * 

preparations surrounding theinstallation. Tothe = 
' who thought the Mataram dynasty’s signifi 
with the death of Hamengkubuwono IX, the- 





gnificance. = 
Whether he can replace his father in a na- + 
tional role will depend not only upon his re- © 
sponse to circumstances but also on the ©- 
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ned on Mangkubumi's diamond 

he took his place on the Mataram 

| The 42-year-old prince’s 1 

~ some of the Javanese aristoc 

-political realities of contemporat 
nessman with a a law degree, Mangk 
Jogyakarta's provincial assembly and heads the local chapter of 
the ruling Golkar party. 









The significance of the new sultan's Golkar position has - 


not been lost on the people of Jogyakarta. Some have remarked 
how traditional respect for the sultan will boost the Golkar vote 
_ in central Java in the 1992 elections. More traditional Javanese 
. areunhappy about the disparity between the sultan's lofty posi- 
-. tion in the palace and his relatively minor position in the Golkar 
hierarchy. gc a 
. Mangkubumi himself apparently has not been slow to grasp 
the significance of a political profile. Conscious perhaps of 
_ the moral tone set by his father in modern Indonesia, he wrote 
| à book entitled The Design and Concept of Indonesian Politics. The 
book went on sale the day of his installation. Although hardly 
controversial, it signals the new sultan's interestin contemporary 


— issues. 





In his inaugural speech, Hamengkubuwono X set a populist 
< tone reminiscent of his father’s common touch. "Whatis a sultan if 
+= hecannothearandlistento his people?" he asked. But reaffirming 
= his late father's acceptance of the republic as the supreme author- 


tallation ceremony was larger than that held in 








elder brother, tradition was strictly followed. i 
This meant that the city's four sacred points had to be hon- 


oured — involving trips to the south coast, an ancient royal grave = 


and two volcanoes, Merapi and Lawu. The sultan-designate paid BS : 


his respects at the tombs of his forefathers, and also presented of: 
ferings to the goddess of the southern seas. ee 

But there were also changes. Prince Poerboyo remembered 
how the sultan's speech in the 1940 installation of Hamengkubu- 
wono IX was read in Dutch. Hamengkubuwono Xreadhisspeech - 
on this occasion, in the national language, Bahasa Indonesia, : 
rather than in the native Javanese used forthe restoftheceremony. : - 
Javanese cultural sensitivities were ruffled by the palace’s decision "e 
to hire Indonesia's largest advertising agency Matari, to handle 


publicity. Commercial sponsors included a major cosmetic man- 


ufacturer and the agents for BMW cars in Indonesia. The palacehas 
vigorously denied any suggestion of commercial gain on the part 
of the sponsors, and is upset over hints of this in the press. > 

The night before the installation a light rain fell on strollers in E 


the great field in front of the palace. A group of about 20 women © 


meditated in front of the spot where an old Banyan tree had re- 


cently fallen with decay. A new one was planted as part of the in- 


stallation ceremony. Two hundred years on, for all the changes, 
harmony reins in this kingdom within a republic. E 
ooo 7 — WMichaelVatikiotis 


FAR EASTERN ECONOMIC REVIEW 


' Prince Poerboyo, Hamengkubuwono IX's. 
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 Baby-selling under the guise of adoption 








By Margot Cohen in Manila 


he Philippines may be burdened with 
a birth rate that is at the top of the 
charts, but an entrepreneur from 
California figures itis just the place to go with 
his scheme for getting surrogate mothers to 
deliver more babies for adoption in the US. 

John Stehura says he will be travelling to 
Manila in the next few months to look into 
setting up a surrogate motherhood business 
similar to his Malibu agency, The Bionetics 
Foundation. The idea is to skirt long waiting 
lists and cut costs for American middle-class 
couples, who would pay Filipinas roughly 
US$2,000 for bearing a child resulting from 
artificial insemination, instead of the going 
rate of US$10-15,000 for an American 
woman’s services. 

Some find the idea alarming. “We cer- 
tainly condemn wombs for sale,” says Ana 
Maria Nemenzo, national coordinator of the 
advocacy group called Womanhealth. Sur- 
rogate motherhood would only add another 
layer to the Filipina’s image abroad as prosti- 
tute, maid and mail-order bride, critics 
argue. Further, surrogate motherhood 
schemes such as Stehura’s will introduce 
another level of complexity to the troubled 
field of adoption law and practice in the 
Philippines, which is undergoing an ad- 
ministrative overhaul. 

But Stehura believes his plan for a surro- 
gacy agency is “a step forward in conscious- 
ness. "We're moving toward choice, and 
away from accident.” 

Choice, however, is precisely what the 
government of President Corazon Aquino 
has been struggling to eliminate in adoption 
proceedings. The new Family Code, which 
took effect last August, was designed to 
thwart foreigners who went baby-shopping 
and then legalised the transaction in Philip- 
pine courts. Under the new law, all foreign- 
ers seeking to adopt non-relatives must 
apply with accredited agencies in their own 
countries. The Department of Social Wel- 
fare and Development (DSWD) then will pro- 
cess the request for inter-country adoption 
and match the child with the family over- 
seas. 

The change represented a victory for 
DSWD in its decade-long power struggle with 
the judiciary over jurisdiction in adoption 
cases. Social workers have voiced suspicions 
that judges are bribed to allow couples to 
adopt even though they failed to meet DSWD 
standards. If DSwD’s new-found clout lasts, 
Stehura’s surrogacy scheme certainly would 
win the disapproval of the department. And 


‘2 


Cash on delivery 


US immigration officials say Stehura’s plan is 
illegal. 

The new Family Code springs from the 
Aquino administration’s nationalist agenda 
of promoting the adoption of Filipino babies 
by Filipinos. “We should be able to take care 
of our own children,” says Lourdes Balanon, 
assistant director of the Bureau of Child and 
Youth Welfare at DSwD. However, with an 
average family size of six and 70% of the 
population living below the poverty line, 
most Filipinos are not in a position to care for 
an additional child. The government policy 
is to place children abroad only if no local 
families are available. At a recent matching 
conference in Manila, however, DSWD had 
only 10 Filipino families on hand, compared 
to a waiting list of 300 foreign families. 

For all the concern expressed over send- 
ing children overseas, the actual numbers 
are small. Inter-country adoptions rose from 
442 in 1987 to 635 last year. About 50% were 
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Waiting for parents in Angeles City. 


of non-relatives. Total adoptions, both local 
and inter-country, have been about 2,500 in 
recent years. 

Those numbers, however, do not reflect 
the true picture of the number of babies in the 
Philippines who need homes, according to 
knowledgeable sources. In a Roman 
Catholic country where abortion is illegal, 
family planning services have trouble reach- 
ing urban and rural poor, and prostitutes en- 
tertaining tourists and servicemen routinely 
find themselves pregnant, there are many 
more babies born than the number of child- 
ren available for legal adoption. 

On the international front, the Aquino 
government is trying to crack down on child- 
trafficking. The DSWD will soon station social 
workers at airports in Clark, Manila and 
Cebu to spot unescorted children. Last De- 
cember, Immigration Commissioner Miriam 
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Defensor Santiago ordered the deportation 
of West German Margit Kress, who allegedly 
bought Filipino babies for P5,000 (US$434) 
and sold them to childless German couples. 
(Kress has contested the deportation and 
Malacanang is reviewing it.) 

Anthony Liongson, National Bureau of 
Investigation intelligence officer, says the 
European syndicates have changed their 
tack: they now finance the mother's trip 
abroad, and government officials are help- 
less to stop children escorted by their natural 
parents. These children are later sold in 
Europe for P75,000, he says. Squatter areas 
in Manila continue to provide a readily avail- 
able pool of children. 

Meanwhile, unlicensed institutions con- 
tinue to dole out children locally without 
conducting a background check on prospec- 
tive parents. Ana Marie Araneta, who comes 
from a politically influential family, runs a 
nursery in Makati and has placed 105 child- 
ren since May 1986. As long as prospective 
parents have been referred by one of her 
friends, they may take home the most appe- 
aling infant for a P5,000 "donation" — most 
of which goes to the mother, the remainder 
to the upkeep of the nursery. Most of the 
adoptive parents are Filipinos. 

DSWD officials know of Araneta's ac- 
tivities, but the nursery has not been shut 





down. Araneta sees herself as a crusader 
against a government bureaucracy that pro- 
cesses adoptions too slowly and refuses to 
compensate impoverished mothers or child- 
care institutions, while tolerating high fees 
paid to foreign adoption agencies. Turnover 
is generally quick in Araneta's nursery — 
fair-skinned baby girls, she says, "go in one 
day." 

Under the government system, any new- 
born taken to an institution is guaranteed to 
spend the firstsix months of his life there, un- 
less orphaned at birth. DSwD officials seem 
less concerned with streamlining the process 
than with thoroughly investigating potential 
parents. Balanon bristles when asked how 
the government might cut red tape. "I don't 
know if you say red tape — I don't," she re- 
plies. "You're talking about the life of a 
child." " 
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Dutch merchantman De Liefde sank in Japan's Usaki Bay, 
abruptly ending one of Europe's pioneering commercial 
odysseys to the Orient. 

Over the next couple of centuries, an occasional shipwreck not- 
withstanding, intrepid Dutch vessels became a familiar sight on the 
trade routes of the Far East. Indeed, for many of those early years, 
the Netherlands was the only European country with which aloof 
Japan chose to have regular dealings. 

Today, the trade winds are blowing in a new direction. Holland 
is becoming an important commercial gateway to Europe and it is 
the merchant fleets of Japan and the developing countries of the 
Asian-Pacific region which call increasingly at Dutch ports. 

On a late February day this year, for example, the Xiang Jiang 
out of Guanzhou was unloading diverse cargo at a Rotterdam pier. 
Tied up at the nearby fruit shipping terminal were the Ursula 


T» HAGUE — Nearly four centuries have gone by since the 


Leonhardt out of Singapore and the Magwe out of Rangoon. 


Around 37% of all exports and 
40% of Japan's exports to the 12- 
country European Community, for 
example, arrive in the Netherlands 
— either by sea at Rotterdam or by 
air at Amsterdam Airport Schiphol. 
From there, goods travel by Rhine 
River barge, rail, air and truck 
to other European destinations. 
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winds of change 


Truckers pick up 27% of the total exports to the EC in Holland. 

An unparalleled rate of economic development obviously 
makes the Asian-Pacific region an important potential market for 
Dutch manufactured goods, But 82% of Holland’s exports still go 
to other European countries, and Asian markets are notoriously 
hard to penetrate. The Netherlands also has an aggressive pro- 
gramme for recruiting direct investment by foreign industry, but so 
do many of its neighbours. | 

The swelling stream of exports from the Asian-Pacific region to 
the EC, however, is already bringing lucrative new business for 
Holland's highly developed transportation and distribution indus- 
try and related services sector. The Dutch are betting that this 
stream could become a flood with the approach of EC market inte- 
gration at the end of 1992 and they hope to ride the crest of Asian 
trade to even greater prosperity. 

The removal of internal customs barriers, they reason, should 
permit Asian and American exporters to simplify their logistics and 
to concentrate their European dis- 
tribution organisations in one 
place. The challenge for the 
Netherlands, therefore, is to con- 
vince foreign exporters that Hol- 
land is the logical place for goods 
to enter the vast integrated EC 
market of 350 million people. The 
Dutch transportation and distribu- 
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Tableau 1. Mondriaan, 1921, 
Museum Ludwig, Cologne. 


Rabobank 


The Art of Dutch Banking 


Singapore Branch, 50 Raffles Place 30-01, Shell Tower, Singapore 0104, 
Republic of Singapore. Telephone: +652259896. Telex: 42479. 


Hong Kong Representative, 2 Exchange Square 16/F, 8 Connaught Place, 
Central, Hong Kong. Telephone: +8525263249. Telex: 80556. 


Jakarta Representative, The Landmark Centre, 16th Floor Suite 1605, 
Jalan Jenderal Sudirman no. 1, Jakarta 12910 Indonesia. Telephone: 
+62215781271/2. Telex: 47534. 


Rabobank Nederland, Croeselaan 18, 3521 CB Utrecht, the Netherlands. 


Telex 40200. New York, Dallas, London, Antwerp, Paris, Luxemburg, Zürich, 


Singapore, Hong Kong, Jakarta, Curacao, ADCA-BANK 
(Frankfurt, Berlin, Düsseldorf, Hamburg, Hanover, Munich, Stuttgart). 


"utepi2isury 3u221p[22g 0/2 ‘1761 'ueeupuojN © 


What does this 
Dutch artist share 
with Rabobank? 
Clarity, strength 

and vision. 


Mondriaan's paintings are character- 
ised by dear lines, and strong use 
of form and colour, based on very 
definite views on his art. Similarly, 
Rabobank has carefully developed 
its own vision of banking. As Dutch 
industry grew, so did Rabobank, 
building up a network of 2,300 


offices to become the 


largest 
domestic bank. With one third of 
all Dutch companies doing business 
with Rabobank. Today, with total 
assets of US $ 75 billion, Rabobank 
is one of the top 50 banks in the 
world, with offices in major finan- 
cial centres and ports around the 
globe. If you are thinking of doing 
business with the Netherlands, con- 


tact Rabobank. You'll find that our 


clarity is our strength. 


ADVERTISEMENT SUPPLEMENT 


tion industry, with the support 
of government, has adopted a 
strategy to get this message 
across. 

"It will be extremely impor- 
tant for the Netherlands as the 
gateway to Europe to present 
excellent opportunities to the 
Far East for entering the world's 
largest consumer market." said 
Transportation Minister Neelie 
Smit-Kroes. "The challenge is 
to show that the Common Mar- 
ket has to be entered by 'the 
gateway' and then to say, take 
your choice. We are not saying 
that coming to the Netherlands 
would be excellent. We are 
showing what we can do." 

The centrepiece of this stra- 
tegy is the recently organised 
Holland International Distribu- 
tion Council (HIDC). With of- 
fices in such centres as Tokyo, 
Seoul and Taipei, it seeks out foreign exporters on their home turf 
to offer them better logistical solutions for penetrating the integ- 
rated EC market. 

If a company is not ready to set up its own EC distribution base, 
said HIDC European Manager Teun Mur, the organisation would 
recommend public warehousing in Holland and distribution 
through an agent. For those Japanese and American companies 
that have several warehouses in Europe, HIDC might suggest clos- 
ing them down and doing central warehousing from Holland. 

The country's strategic location and superb transportation in- 
frastructure make centralised distribution the Dutch trump card. 
Ideally, the Dutch strategists would like exporters to embrace a 
value-added concept by which their products would be assembled 
before distribution from shipments of components arriving or in 
storage at Rotterdam or Schiphol. 

"You have to be sure you don't become just a handling point," 
said J. Katgerman, a Port of Rotterdam official. The port is one of 
the 400 corporate and public members of HIDC and it is develop- 
ing its own ‘Distriport’ facilities for handling central distribution as 
an alternative to mere trans-shipment. 

Mur said his organisation has shown that a U.S. manufacturer 
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Hong Kong container port: Netherlands traffic up. 
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and Nissan. 

International Business Ma- 
chine Corp. is said to be among 
those weighing the central 
distribution idea, but Dutch 
officials are reluctant to com- 
ment prematurely on the pros- 
pects for landing a coup of this 
magnitude. 

"Our goal is to open doors 
and then to leave the rest to our 
members," Mur said. "We are 
only counsellors. We don't 
charge percentages. This is the 
only worldwide organisation 
that does everything for free." 

The battle for control of the 
Asian export stream will be 
fought along the North Sea 
coast, a new strategic study 
sponsored by the Dutch Trans- 
portation Ministry suggests. The 
study, called Pacific Traffic: Op- 
portunities for the Dutch Trans- 
portation and Distribution Industry, showed that around half the 
tonnage volume of exports entering the EC from the 12 leading 
Asian-Pacific countries comes by sea to the harbours of Belgium, 
the Netherlands and West Germany. 

The study shows the Netherlands far ahead of its two main EC 
competitors in tonnage from Australia, China and the ASEAN 
countries, where bulk cargoes tend to dominate. Dutch harbours 
also get the lion's share of tonnage from Japan and South Korea. 
But the German ports are well ahead in cargo from Taiwan, Hong 
Kong, Singapore and New Zealand and they also turn over around 
25% more containers. 

In Asian-Pacific container traffic arriving at the ports of Holland, 
Germany and Belgium, the German ports are ahead with 50% of 
the volume against 35% for the Dutch. 

The picture is somewhat different in Asian-Pacific air freight, 
with the Germans grabbing a share ranging from 40% for Japan to 
75% for China. West Germany also has the upper hand with air 
cargo from Malaysia, South Korea, Hong Kong, the Philippines 
and Australia. Schiphol is ahead in freight from Thailand, In- 
donesia, Singapore and New Zealand. 

While Rotterdom is easily the world’s largest port, Schiphol 
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could save 9% or more ranks only fourth 
of his transportation LUE Sa, D ===> among European air- 
costs through  cen- Relative export performance ; ports. The Dutch 
tralised warehousing TAUTA a ee Se =i airport, however, boost- 





and distribution. A high 
technology company 
could save up to 40%. 
Savings would be simi- 
lar for Asian exporters, 
he said. 

Mur said HIDC is al- 
ready talking to around 
30 companies in the Far 
East that have express- 
ed interest in the cen- 
tralised distribution 
concept. In the United 
States, he said, there 
are around 20 or 25 
companies interested 
so far. One U.S. com- 
puter company, Ca- 
loomp, has already 
signed up, Mur said. 
Other candidates in- 
clude Ericsson, Hew- 
lett-Packard, Digital 
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ed its cargo volume 
by a robust 16% last 
year. Schiphol is the 
base of KLM, but is 
also served by 80 
other carriers with 
frequent direct flights 
to and from 190 des- 
tinations in 90 coun- 
tries. 

The Netherlands ap- 

pears to enjoy a tac- 
tical advantage in this 
competition because its 
industry presents a 
united front through 
organisations like 
HIDC, while the 
. German ports, for 
example, also com- 
pete with each other 
and fend for them- 
selves. @ 
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Options exchange 
is a pioneer 


hat was probably the world's first public flotation of stock 

helped finance the Netherlands' colonial venture in the East 
Indies. And the 17th century issue of Dutch East India Company 
shares also anchors the Amsterdam Stock Exchange's claim to be 
among the world's oldest bourses. 

One of the world's youngest exchanges is Amsterdam's 11-year- 
old European Options Exchange (EOE), but it also lays claim to a 
pioneering role in futures and options trading on the European 
continent. The Paris Matif is a recent development and Frankfurt 
and Switzerland are still working on their futures and options 
bourses. 

"We are a small country and we have to be innovative," said 
EOE President T.E. Westerterp, who helped launch the options ex- 
change in 1976 after observing Chicago's success with such hedg- 
ing instruments. "We thought there would be a place for a futures 
and options market in Europe." 

EOE qot off to a doubtful start, booking nothing but losses in the 
first three years, so that Westerterp said the members began asking 
when he would throw in the towel. But 
now it is Europe's busiest future and op- 
tions bourse, with 8.5 million contracts 
traded last year against 8.4 million for the 
London Traded Options Market (LTOM). 

And like so many things the Dutch do, 
it has become profitable. Even in post- 
crash 1988, when volume was down 
22%, EOE earned 6 million Dutch guild- 
ers, down from 20 million in 1987, Wes- 
terterp said. 

In 1987, the exchange paid its first di- 
vidend to some 225 association mem- 
bers. And the last day of February this 
year, the president said, EOE repaid the 
last installment on its 17 million guilder 
loan from the Amsterdam Stock Ex- 
change (ASE), one of the members. 

Last year, the exchange occupied a 
new beige building with cylindrical glass 
corner towers and 900 square meters of 
trading floor on the Roken in downtown 
Amsterdam. In 1976, companies paid 
25,000 guilders for an exchange membership. This year they 
would have to shell out 600,000 guilders. 

"We are in a strong financial position,” said Westerterp, who was 
named chairman of the coordinating panel of the four operating 
European options and futures exchanges — EOE, LTOM, Matif 
and London International Financial Futures Exchange. 

EOE started trading stock options in 1976, first calls, then puts 
and government bond options. Now it also deals in gold, silver and 
currency options. In 1988, gold option trading was linked with the 
Montreal and Vancouver exchanges, with joint clearance through 
International Options Clearing Corp. (IOCC), which was joined in 
1985 by Sydney. 

In 1987, EOE introduced an index fund based on the ASE and 
then EOE index options and major market index options in cooper- 
ation with ASE. 

EOE is a consultant to the Brussels Stock Exchange on options 
trading. It announced in January it was developing a European 
Community stock exchange index that could include 200 issues in 
the 12 member countries before 1992. Another EOE innovation in 
the works is an oil futures market (ROFEX) in Rotterdam, as a joint 
venture with the Rotterdam spot market. 

The Amsterdam Stock Exchange: opened 1988 on an auspi- 
cious note. The new general index, introduced at the start of 
the year, rose to 176.3 at the end of January from 165.8 at 
the end of 1988, on anticipation of good corporate results and 


48 





Amsterdam Stock Exchange: strong trading. 
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the effect of the stronger dollar on internationally traded issues. 

The ANP-CBS general share price index hit its all-time high on 
Aug. 14, 1987, two months before the market crash. The index on 
the last trading day of 1988 was 287.2, up 38% from the last trading 
day of crash-year 1987, but down 14% from the record. 

ASE turnover reached 329.8 billion guilders, down 1.9% from 
the record 1987 volume of 336.2 billion guilders. The figures in- 
clude a record 206.8 billion guilders in bonds, which surged 19% in 
1988, making up for declining stock volume. 

Last year's share turnover came to 121.2 billion guilders, down 
24.5% from the 1987 record of 160.5 billion guilders. Foreign 
shares turnover accounted for only around 800 million guilders. In 
domestic issues, the big dollar-sensitive stocks did not fare as well as 
the smaller domestic. Fokker's new 427.3 million guilder issue 
came last year. 

Eurobonds, traded on the ASE since 1984, showed strong 1988 
growth. Foreign borrowers raised 4.1 billion guilders on the Dutch 
capital market in 1988, up from 1.8 billion guilders in 1987. 

Dutch banks and companies issued 8.4 billion guilders worth of 
paper, up from 8.3 billion in 1987. New issues for the year reached 
31, all but 10 on the Official Market. 

The partial privatisation of DSM, the No. 2 Dutch chemical con- 
cern, began with a public flotation in February. The first tranche of 
12 million shares, or one-third of the 35 million shares total share 
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capital, was heavily, perhaps four- or fivefold, oversubscribed. The 
government retains 23 million shares. The issue came out at 108 
guilders a share and promptly rose 10%. 

Dutch-British DAF, 40% owned by the Rover division of British 
Aerospace, will be floated soon by Amro and Warburg in London 
and Amsterdam. The plan is to float 60% of the share capital. 

Listed on the Official Market at the end of 1988 were 209 Dutch 
shares and 266 foreign shares, compared with 226 Dutch shares 
and 265 foreign shares at the end of 1987. 

A trend toward concentration of broker firms in the ASE's hoek- 
man market-maker market was observed in 1988. The most- 
traded stocks included Royal Dutch, Unilever, AKZO, Philips and 
Nationale-Nederlanden. 

Some 70% of the official price list of 2,000 securities are domes- 
tic and foreign bonds. American companies dominate the foreign 
shares. Orders from banks and brokers go through hoekman firms 
responsible for orderly trading in specific issues. 

Mitsubishi Petrochemical Company Ltd. warrants on June 22 
became one ofthe 22 new issues listed on the ASE Official Market's 
foreign division. 

Public issues on the Dutch capital market last year totalled 30.9 
billion guilders, up from 21.3 billion in 1987. In January, Algemene 
Bank Nederland N.V. issued 400 million guilders worth of 7% 
capital bonds with five-year maturity. AKZO N.V. also floated a 
note issue. @ 
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Quality Without Equal. 


Fokker 50 
PropJet. 


No other manufacturer of 
short- and medium-range 
aircraft can match the 

Busy Bee experience and quality Fokker 
puts into this exceptional 

new 50-seat airliner. The 
Fokker 50 PropJet—the most 
technically advanced airliner 
in its class—is built on an 
airframe proven durable and 
dependable over demanding 
multi-sector, short-haul 
routes. 
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Fokker Aircraft U.S.A., Alexandria, Virginia 
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vith the MITI councillors. - 
~ Holland is one of the few European: countries with imp 
'ee-trade credentials and the Dutch government. takes a certain 










ountry- and the key to its prosperity. For a tiny county, 
enetrates around 60% of its gross national product witt 

rade restraints would be a form ofhara-kiri. — 
~ But de Korte, who isalso Holland’ 's Deputy Prim e Minister 
member of the Liberal party, hás his pounts about Japa 

ommitment to open markets. 
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; Although the Dutch government is currently stres 






[t rect Japanese investment in production. 


— ^ " don't know exactly why, but Japanese investors i in | particular 
are now on the move to Europe, not only with distribution facilities, s] 


/.. butalso with production facilities," de Korte said. 
Dutch industry, which has become an important. investor in 











. ese market. But there are problems. 
“They have an almost incestuous. relationsh 
eee end industry and it is almost impossible to get into it 
4. -plained. > 
cosce Dutch officials play no 5 favourites when it comes 
|. open markets. They are as outspoken with criticism: 
X... tendencies in their own EC partners as they are about 4 

"We can't have it that Japan closes its market and 


nS ist say, 
|| come into the. European market,” 


“said ‘Transportation Minister | 


Tax cute incentive 
for foreign investors 


YS whadu palm Direct investment by foreign business in 
the Netherlands surged in 1987 and a cut in the country’s 
corporate income tax last year should attract even more new 
industries. 

The Economics Ministry estimated recently that the value of 













of $514 million from $300 million the previous year. The addi- 
tional investment, 20% of it from the United States, came in 
the form of 54 projects that have generated more than 1,800 
new jobs. 

Economics Minister Rudolf de Korte said Japanese industry 
had recently stepped up its investment in both distribution and 
production facilities in the Netherlands. 

Japan’s Fuji Film Company is the largest Asian investor in 
the Netherlands, de Korte said. Another active investor is the 
Omron medical equipment company and Nissan recently de- 
cided to set up a headquarters in Holland. 
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for the Netherlands. - 
— "Wethink we will do better than. average," "he said. De Korte said 






a 1g the co oun- | ‘the Dutch chemicals, agriculture, services and consumer elec- 
try’s advantages as a base for EC distribution of mports from. : 
abroad, the Netherlands i is now also attracting more and more di 


| tronics branches should benefit most. 
The services branch, of course, includes trucking and transport, 
and Smit-Kroes predicted a boost for these activities after 1992, as 
long as they “show that their quality and service is even better than 
it always was.” 
The Transportation Minister said Holland’ s trucking industry is 
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_. Southeast Asia, would obviously like to penetrat the huge Japan- 


| “When you compare it with the other member states, we are ac- 
| tively deregulating,” she said. “W i 
only the qualifications of the entrepr 'urandthatsit. .— 
“The situation in Germany and toa lesse extenti in France is pro- 
et," she said. “They have 










| protectionism on the price side and on vihoi is »able to enter the mar- 
| ke et. P 
M would like to be a trucker in such ; a situation; Because it is-a 

closed market," Smit-Kroes said. ‘That's s going to end. Those 
people fear what is coming in 1992" e$ 





through middlemen. Akiyama Yoshimi, for example, is based 
in Brussels for the Bumitomo trading company, which also 
markets Mazda automobiles. He said his job requires him to 
make frequent trips to the Netherlands to visit Dutch Mazda 
agents.. Mazda is competing for market share with Toyota, 
Honda and Nissan. 
The Dutch government reduced its corporate income tax 
late last year to 40% in general and to 35% from 42% for 
in of over | 250,000 Dutch guilders. At the same time, 
ving to lure new industry by promoting the con- | 
i lised European distribution from places like Rot- 
terdam and Schiphol Airport to take advantage of market inte- 
gration in the European Community. New investment in as- 
sembly and packaging plants could follow. 

De Korte said Dutch industry is the third largest investor in 
the United States and ranks No. 4 worldwide. Statistics pro- 
vided by the government showed Dutch industry disinvested 
heavily in the United States and Britain in 1987 and to a lesser 
extent in 1986. 

In Japan, the figures show a small Dutch investment in 
1986, followed by disinvestment in 1987 and 1988. De Korte 
said Dutch business ranks among the leading foreign investors 
in the economies oH countries ke Taiwan and ZPipgapore i 
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NEDLLOYD OPERATES ON A WORLDWIDE BASIS — : 
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vations?” 





KLM is a truly international airline serving 138 des- 
tinations worldwide. 

New destinations include Orlando, Faro, Valencia 
and Denpasar. Plan your next trip through your local travel agent. 
Or the 336 KLM offices worldwide. 

Wherever you contactus you'll always find our service 
reliable, punctual, careful and friendly. 

Test us, try us, fly us. 


rg Á i 


The Reliable Airline KIL MI 


Royal Dutch Airlines 





g , yY 2 ey n n - f Ud LP Eee * d y wd 
" n3 r Ar Se Fae a ai NY Bat eee 
Met dir A ? , ^m, b ys ‘= 
~ f d h e n. 1 , 
i 





- Global expansion 
boosts exports 


HE HAGUE The Netherlands ranks third in 
.. 4 Europe in the per capita value of its exports, which generate 
d ; eame 60% of the country's gross national product. 
E. .  Three-quarters of the Dutch exports, including about 5 billion 
ES guilders worth of natural gas last year, go to the European Com- 
. munity, from which Holland also gets around 64% of its im- 
| ports. 
à 3 Economics Minister Rudolf de Korte said Dutch exports 
 swelled by 9% last year because of the strong expansion of 
... global commerce. 
| _ For the current year, de Korte predicted a 6% increase. 
» Even before the end of 1988, for which final statistics were still 
E A iari the Netherlands Central Bureau of Statis- 
. tics forecast exports for the year would reach 204 
. billion Dutch guilders, up 38% since 1980. 
Imports for 1988 were projected to rise by 7% 
A his around 197 billion guilders, including 11 billion 
ii guliders worth of crude oil. Thus, the country is run- 
. ning a comfortable trade surplus. 
The weak dollar and low oil prices have made 
b E imports cheaper, but have also caused a sharp de- 
-cline in the value of Dutch gas exports, about 5 bil- 
~ lion guilders last year. In terms of unit value mea- 
i sured against 1980 prices as a base of 100, Dutch 
pr cape last year were worth 87 while exports hit 
| ^ .. Manufactured and partly finished goods top the 
. country's list of exports and are also the main cate- 
4 gory of imports. Agricultural products, beverages 
. and tobacco are the second leading export cate- 
. gory, followed by chemicals and machinery. On 
. the import side, machinery is in second place. 
West Germany, Holland’s biggest trading part- 
. ner, supplies 27% of its imports and takes 28% of 
. the exports. 
The Netherlands ran a large trade deficit with 
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Environment is given 
i a high priority 
MSTERDAM — With 14.8 million people living on a 
| 30,000-square-kilometer patch of land, just slightly larger 
than Taiwan, the Netherlands has learned to be very careful 
about how it treats its environment. 

Luckily, the Dutch are very tidy people and their country 
| occasionally even grows in size when new land, called pol- 
: ders, is reclaimed from the sea. But choking automobile fumes 

and industrial pollution, much of it washing down the Rhine 
s River from other countries, are a growing problem. 
| Public indignation about runaway pollution of the North 
k Sea reached a fever pitch last year when thousands of dead or 
ow dying seals started washing up on the coasts just as vacationers 
3 were flooding to seaside resorts. 
“The future of creation itself is now endangered,” Queen 
* Beatrix warned in her Christmas Day speech to the nation. The 
b tone was set for a Dutch declaration of war on environmental 
pollution. 
Prime Minister Ruud Lubbers in his January government 
: declaration made the cleanup a policy priority. “There is eco- 
hn nomic growth." he said. "Let's not add it all to profits or per- 
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the United States last year, caused by net importation of food, 
chemicals, manufactured goods and machinery, raw materials and 
vehicles. Japan and Taiwan were the principal Dutch trading 
partners in the Asian-Pacific region. 

In the first 11 months of 1988, Japan exported 5.79 billion guil- 
ders worth of goods to Holland and bought 1.7 billion guilders 
worth there. Taiwan sold 1.86 billion guilders in goods to the Dutch 
in the January-November period of 1988 and picked up 1.42 bil- 
lion worth. 

Among the other important Dutch trading partners on the Pacific 
rim, China exported 848 million guilders of goods to Holland in the 
11-month period and imported Dutch goods for 470 million guil- 
ders, while Hong Kong exported 1.33 billion and imported 695 
million. Australia sold Holland goods for 665 million and bought 
834 million. Indonesia exported 753 million and imported 775 mil- 
lion. South Korea sold 1.17 billion and bought 772 million. 

Thailand exported 1.04 billion and picked up only 287 million and 
Singapore exported 557 million and took 623 million home. € 


Japan 


South Korea 


| Singapore Jt 7 





sonal income, but use part of it to improve the environment." 

Both labour and industry have endorsed this goal. "We 
must clean up the Netherlands, which is rapidly becoming the 
trash can of the continent," said Johan van Stekelenburg of the 
FNV trade union group in a joint statement on an environmen- 
tal offensive issued with the VND industry group. 

The Dutch are taking action against chemical dumping in 
the sea and an effort is being made to isolate contaminated silt 
from the Rhine and house it in the port of Rotterdam. A thriv- 
ing new industry is developing in the field of waste control and 
management. Thousands of Dutch cars have been adapted to 
run on liquid petroleum gas, which burns clean and is encour- 
aged by certain tax incentives. 

The Dutch government, which has decided to set an exam- 
ple in cleaning up the environment, has even gotten into a row 
with the European Community Commission over restrictions 
on automobile emissions. 

There are limits to how much a small country can ac- 
complish on its own in controlling pollution, which is increas- 
ingly an international problem. A lot will depend on whether 
the Dutch can wrest a strong commitment from the EC to pro- 
tect the environment. 

Pollution contol is expensive and Dutch industry must con- 
trol costs as well if itis to compete in the borderless EC market 
that is supposed to take shape after 1992. 
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As our new head office in 


Amsterdam shows,we dont always 
think along traditional lines. 
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NMB Bank's new head office is located in south east Amsterdam. 


We bank your way. 


We've grown because we believe 
in partnership with our clients. 

We don't try to meet individual 
problems with standard solutions, 
but come up with ideas specifically 
to meet your needs. 

When you add the Dutch 
pioneering spirit to a keen sense of 
commercial enterprise, you'll under- 
stand why we can be found in all 


the important centres of the world. 

We're there as a partner to help 
with trade finance, foreign exchange, 
asset trading, commodity and export 
finance and all other international 
banking services. For more informa- 
tion: Telephone 020 -563 50 21/020 - 
563 5001. Fax 020 -563 577 00. 


N==B BANK 


Atlanta, Bahrein, Buenos Aires, Caracas, Chicago, Curaçao, Düsseldorf, Geneva, Hamburg, Hong Kong, Jakarta, Lagos, London, Los Angeles, 
Luxembourg, Mexico City, Milan, Montevideo, New York, Paris, Rio de Janeiro, São Paulo, Seoul, Singapore, Tehran, Tokyo, Zurich. 





World's top port 
churns ahead 


R OTTERDAM — The world's largest port sprawls in serpantine 
fashion along 40 kilometers of the North Sea estuaries of the 
Rhine and Meuse. The shoreline bristles with slips and dockyards, 
cranes, straddle carriers, warehouses, container ports, railheads, 
tank farms and five major refineries. 

Thirty thousand capital ships and another 180,000 coasters and 
river barges call each year at Rotterdam, exchanging 250 million 
metric tons of goods. Around the clock, every 8.5 minutes a seago- 
ing vessel churns through the vast harbour complex, guided and 
monitored by a sophisticated, computerised traffic control 
system based on 26 radar stations and the port’s professional 
pilots. 

The 72-foot entry channel is deep enough to handle the world’s 
largest supertankers. Oil and petroleum product pipelines, with a 
combined capacity of 100 million tons, stretch as far as Frankfurt in 
the European hinterland. The Rotterdem spot market cracks the 
whip on international petroleum prices. 

e port has spawned a tobacco auction, a recently expand- 
ed tropical fruit market and facilities 
for trading a bewildering array of in- 
coming products, including lumber, 
metals, coffee and 14 kinds of edible 
oils destined for 500 million European 
consumers. The 10,000-hectare har- 
bour area offers 32 million tons of stor- 
age capacity, dominated by liquid 
bulk cargoes, like oil and chemicals. 

From Rotterdam, river barges 
can move bulk cargo another 1,032 
kilometres up the Rhine River through 
Germany to Basle in Switzerland. 
The vast trucking fleets can even 
circumvent West Germany’s weekend 
ban on autobahn superhighway truck 
movements by sailing as far as Basle 


on roll-on roll-off barges before driv- - 


Ee. 
> ; 





ing on to Southern Europe. Ship-  Portof Rotterdam: hub of trade. 


ments can reach 60% of Europe via 
road, rail, air or water within 24 hours of unloading at Rotterdam. 

“The Rhine is one of our biggest assets when it comes to con- 
tainer traffic,” said port official Jan Katgerman. “There is a trend to- 
ward the barge and there are 20 container terminals along the 
Rhine.” 

Thus, it comes as no surprise to learn that the Dutch handle two- 
thirds of Europe’s inland shipping. After all, 40% of the goods im- 
ported by the European Community arrive first in Holland by air or 
ship. 

It is not easy to avoid superlatives when describing the Dutch 
port of Rotterdam. It handles a third more cargo than second- 
ranked Kobe and twice as much as third-ranked New York. Hong 
Kong overtook Rotterdam in international container traffic in 1987 
and Singapore cracked into second place last year. But No. 3 Rot- 
terdam, which handled 3.3 million 20-foot equivalent units on its 
380 hectares of container terminals in 1988, is still Europe’s pre- 
mier container port by far. Container volume was up 12.5% last 
year. 

After more than a year of hard bargaining, Sea-Land Service 
Inc. recently signed a new 25-year contract to continue its main 
European container operation at Rotterdam. The giant U.S. com- 
pany, which will complete a new 60-hectare terminal in 1991, 
handles a third of Rotterdam container traffic. Maersk Line, another 
major operator, also has its main European container operation at 
. Rotterdam and Atlantic Container Line recently dropped Antwerp 
in favour of Rotterdam, port officials said. 

“We are very attractive for all kinds of around-the-world con- 
tainer operations," said Peter G. Van Essen, the port tariffs man- 
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ager. "That also goes for the short sea trade to Spain, Portugal, Eng- 
land, Scandinavia and other European ports." 

At Maasvlakte at the outer edge of the port where turnaround 
time is shortest, plans are in the works for six new terminals, each 
one able to handle half a million containers a year. “If you come 
with a container ship from the Far East, you want to unload as 
quickly as possible,” said Katgerman. “Then you can make a round 
trip to Hamburg or Antwerp, come back and reload.” 

Korea’s Hang Ying line, which recently pulled out of the Asian 
ACE container shipping group, is expanding its fleet and could gen- 
erate new business for Rotterdam, port officials said. Taiwan’s 
Yangming Marine Transport is also important for the port, they 
said. Dozens of other Asian shipping companies are represented in 
the port. 

In 1987, 942,000 tons of Japanese goods, mainly machinery, 
chemicals and vehicles, arrived at the port of Rotterdam, most of it 
for direct transshipment to other European destinations. Another 
1.1 million tons of mostly chemicals, produce and animal fodder 
was loaded on ships for Japan. 

Other Asian goods arriving that year included 238,000 tons of 
cargo from Hong Kong, 236,000 tons from Taiwan, 235,000 tons 
from Thailand, 227,000 tons from South Korea, 936,000 tons from 
Indonesia and 1.3 million tons from Malaysia. Except for Indonesia 
and Malaysia, which shipped mostly agricultural and forest pro- 
ducts, these Asian cargoes were also 
heavily weighted toward manufactur- 
ed goods. 

In addition, 172,000 tons of cargo 
were loaded for Indonesia, 518,000 
tons for Taiwan, 363,000 tons for 
Hong Kong, 517,000 tons for Thai- 
land, 160,000 tons for Malaysia and 
480,000 tons for South Korea. The 
most important outgoing cargoes for 
the Asian-Pacific region were chemi- 
cals, followed by agricultural pro- 
ducts. Korea also imported a signi- 
ficant amount of metals and ores. 

The port authority earned 550 mil- 
lion Dutch guilders last year in rentals 
and harbour dues, said van Esser. 
Most of the revenue comes from dues 
on bulk cargoes. The port is also in- 
vesting heavily to position itself for the 
changing trade patterns that will inevitably come with European 
market integration. 

Some 5 billion guilders have been invested in port facilities so far 
and another 900 million in addition to the current budget will be 
spent on improving services before the end of 1992. In an effort to 
clean up the Rhine and the North Sea, a reservoir is being built for 
polluted silt dredged from the harbour. A port spokesman said au- 
thorities hope sturgeon will reappear around the turn of the cen- 
tury. 
An important focus of the investment programme is the deve- 
lopment of a centralised distribution facility, so that exporters can 
take full advantage of the abolition of internal customs barriers in 
the unified EC market. A distribution park catering to high technol- 
ogy products is slated to be ready by the end of this year, officials 
said. More comprehensive services, rather than an increased cargo 
througput, are being emphasised. 

Ultimately, authorities hope many shippers will simplify their 
logistics by doing assembly, packaging and central distribution for 
the EC right at the port. The Holland International Distribution 
Council offers a case study of the prices advantage of central distri- 
bution from Rotterdam for a Singapore-based exporter who needs 
to ship 10,000 kilograms of goods in partial container loads to 
seven different continental European destinations. 

The study shows he could save not only 12 days delivery time, 
but $2,716.60 in costs by sending the goodsin one 40-foot container 
to Rotterdam for central distribution. The conventional method of 
making separate shipments to seven national ports for transship- 
ment to final destinations would have cost $12,102.26. € 
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illio iam d netted $1 5 billion. The acquisitióng strengthen its 


lor M t Roval L Dutch Airline increased its net in the ON month. |m 
iod t 1, 1988 to 346.6 million guilders, or6.56 guildersa | teel pr roc 


hare, from the year-earlier 322.7 million, or 6.35 guilders a share. 


fom 4. 27. billion. 





tion government is at low ebb. 


year. 
Minister Rudolf de Korte, the deputy prime minister. 
victory, despite its tough austerity programme. 


value- added tax has been trimmed to 18.5% from 2095 and cor- 
arnings over 250,000 guilders, from 42%. Plans call fora stepped 
0% in 1990 


ndustries are being used to reduce the national debt. 


ear, though, the government had to take a 32% stake i in the ailing 
okker aircraft company. 

Higher revenues, generated by strong economic expansion, 
ave given the government some respite on the deficit front. A 


ot counting another 10,000 that will leave the state payroll 
Yough privatisation, de Korte said. - 

- But public sector spending still accounts fora whopping 62% of 
1e country’s GNP. De Korte said this has come down from 70% 
dis being further reduced by 0.5 to. 1 percentage point annually. 

. Disregarding a drop in energy production, the Dutch economy 
grew at a rate of about 4 4 25% last t year to notch its strongest per- 


hari its net roti. for fiscal 1988. 89 o 
b year’s 314 million guilders. - 


" eloevdhete, i Unilever n deci. tàlks to am tee is the, 5 
p mucha s $2 billion after buying Chesebrough-Pond's. 
-British conglomerate had 1987 sales. of 


levenues for the first three quarters climbed to 4. 62 billion guilders I ten 


ZLM said its capital. outlays ‘through. 1994. would: average | p 
round. 2.2 billion guilders a year. A major fleet overhaul has been | tair in’s F Je. i 
Ddetwiye since id 985. KLM had ed projected Ja last November “| 


E = " hel Dutch economy | hae just turned i in its bést | at 
A performance in almost a decade, but public opinion polls show. |... 
: the PRAAN of Prime Minister Ruud Lubbers’ centre- -tight goak a 


“This curious phenomenon, which | is also occurring across the at 
border in West Germany, seems to baffle the strategists of the ruling 1.61 
parties, who might have expected a little appreciation for their ef- - 
forts so far. After all, the government faces a general election next | 


_ Opinion polls are sort of a barometer. As politicians, v we don’ t LE 
have to win opinion polls, but to win the election." said Economics. | Im 


< De Korte said the coalition took the same sort of nosedive in the | js 
polls before the 1986 general election, but went on toa landslide | c 


This time, a programme to cut taxes by 4 billion guilders by - 
1990, while at least stabilising deficit spending, could help. The |. 
| L drop agi iin by 1.25% this year, de Korte said. The planning agency 
„porate income tax was cut last year to 40% in general and 35% for | said private c 
the savings ratio increasing. 
2duction. ud the top income tax rate of 72%, starting with acutto |. Sin 


. The government hopes to reduce its deficit to 5% or 5. 5% of | alone.” 
SNP i in 1990 and proceeds of the privisation of some state-owned 


< One-third of the energy and chemical group. DSM was sold te to | 
he public in February and de Korte said plans will be announced _ 
or the partial privatisation of the Postbank this year or next. Last 


reeze has been put on new social progress to prevent budget bust- - 
ng. And the number of civil servants is being reduced by 15, 000, 
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Philips N.V. of Eindhoven, Europe 
increased its 1988 aroup net profit by 
or 4.12 guilders a share, on 6% higl on guilders. 
The earnings jump came partly on proce id: ; sale of 50% 
of its household appliance business to a joint. venture with | 
Whirlpool Corp. - 

Net income from normal opérations was. s531 million. guilders, 








| PL C.J. van der Klugt predicted the company would sub- | 
| stantially improve this in the current year. He piso: forecast sales of 
T 54 billion. guilders in 1989. | 







aklijke Nederlandsche Hoogovens en n Staalfabnehen.N.V. 
V bae. redtoa 1988 eke the bu peu of about i $124 | 


































penetration. y 


- | ej TONES since. | 1980, according t to an 1 estimate from t the Central 
E Planning B Bureau. 












port-oriented economy was powered: last year bo busi- 
nent and an unexpectedly strong 896 surge in world 
exports, around three-fifths of GNP, jumped 996 in 
ile imports rose 7% and the country registered. a comfort- 
plus of about 7 million guilders. = 

5% of the population of the European Community, 
ds accounted for 5.196 of the EC's gross domestic 
ad 13.596 of its total foreign trade in 1986. The EC also 
three-quarters of Dutch exports and supplied around 
imports. An estimated. 82% of Holland’ S export output 














goes to urope. 


rte predicted export performance this year would again 










follo expansion with growth of around 6%. The Planning 
Bure: ted gross investment would increase by 7% this year. 
Impo are supposed to rise by 2.596 in 1989, export prices 
by 2% ei 


agency is projecting 3.596 overall economic growth i in the 
ar, along with a 1% inflation rate after 1.2% in 1988. 
“prices actually were about 1% lower in mid-January 














1989. , compared with mid-December 1988. 


Unit labour costs fell by 0.25% last year and are expected to 


consumption this year should grow by only 1.5%, with 






ce 1884, de Korte said, employment has increased by 
d. alf a million, with 120, 000 new jobs created last year 
s is considerably better than the job-creation rate in sur- 


rounding. countries, but still leaves an unemployment rate of - 
I Aw 2 


The Planning Bureau projected unemployment would drop this. 


- year by 25,000 to an average of 600,000 idled workers. 





The country steers a conservative course in credit and monetary 


policy thathas made the guilder one of the hardest currencies inthe. 


joint European Monetary System (EMS) float. The Deutschemark _ 
dominates the EMS and De Nederlandsche Bank typically coordi- - 
nates its policy moves with the West German Central Bank. In early 


February, the Dutch money market intervention rate was hiked a 
quarter point to 6.2596, in step with a general European rate in- 


crease. | 

‘Governor, Wim Duisenberg, appointed in 1981 as the first La- 
bour Party. central bank chief, brought to the job credentials as a. 
former Rabobank official and has served as Holland's finance 
minister. Finance Minister Herman Ruding also chairs the — 
policy making Interim Committee of the International. «Monetary E 
Fund: S P x : 





How come 


Is it your profit margin? Or is it lack of control? Does 
your Kuropean operation in fact need a push in the 
right direction? 


satisiied 


Then consider the cost-efficiency of your logistic 
operations. And also a cheaper and more flexible 
distribution network. 


business 


Concentrate in Rotterdam. It offers vou up to 
4096 savings on vour logistic costs, compared with 
shipping directly to national ports! It offers you access 
to Europe's most sophisticated cargo handling and 
distribution network! And, it puts you in control again! 

Because in Rotterdam you save on transport 
costs by shipping through Europe's best equipped 
port. 





Because Rotterdam is where Europe begins. 
From Rotterdam vou can get any cargo virtually 
anywhere in Europe within 24 hours. By road. By rail. 
By river Rhine barge. Or by sea feeder line. 

Because in Rotterdam you store and process 
your commodities right in the centre of your European 
market. In vour own or in a contracted distribution 
warehouse. 

Because in Rotterdam you have a wide choice 
of physical distribution specialists who can handle 
vour entire job. From factory to ultimate customer. 

In fact, the Port of Rotterdam offers vou a 
variety of facilities so complete, other ports can only 
dream of them. The Port of Rotterdam is an environ- 
ment of perfect partnership. Where over 700 compe- 
litive service specialists offer vou one-stop shopping. 


To better serve vour European customers. To improve 
your profits. 
The Port of Rotterdam, External and Commer- 


cial Alfairs Dept, P.O. Box 6622, NL 3002 AP 
Rotterdam, The Netherlands. Tel.: +31 10 489 4120. 


Telefax: +3110 477 8240. Telex: 2 


Port of Rotterdam. 
Part of your business. 


3077. 





youre not 
with your 





in Kurope? 





* I sure hope they meet my needs", 





.. - For information: 
— — Amsterdam Stock Exchange 
391 28 PO BaxISIOS * 2 
|o. 71000 GD AMSTERDAM 
Tel. + 31205234253 


For information in Japan: 
Mr. Kei Kazuno 

Akasaka Office Heights 
4-13-5 Akasaka Minato-Ku 
Tokyo 107 3 

Tel. +3 584 7866 


In 1992, the last of Europe's 
commercial and: financial frontiers will be 
taken down. Europe then will be a single, 
unified market. 

Lo This: means. internationali- 
zati ion d securities trading as well as in the 
trade of goods and services. And its Scope 
will not be limited to the European Commu- 
nity. 

The Amsterdam Stock 
Exchange is already fully prepared for 
"Europe 1992" 

Amsterdam provides the 
environment for direct trading in foreign 
securities... and for doing so using the 
home market currency and its settlement 
system. Today, some 300 leading foreign 
companies have their shares listed in 
Amsterdam, together with a multitude of 
foreign debentures and Eurobonds. 

Along with these trading 
advantages, the Amsterdam interprofes- 
sional Market System stands apart in pro- 
viding an integrated mechanism for block 
trading on a net basis. 

Amsterdam also offers 
more than 1400 Dutch shares and deben- 
ture issues. It is the home market for the 
securities of leading international firms 
such as Royal Dutch Shell, Philips' Lamps, 
Akzo, Unilever and KLM. Furthermore, it is 
the official guilder market for Dutch Bonds, 
which are of particular international 
interest. 

Advanced technology guar- 
antees rapid, cost-conscious clearing and 
settlement of transactions in Amsterdam, 
The stock exchange floor — with its liquidity, 
continuous trading and price information - 
is a true central meeting ground for every 
element of this large international market- 
place. 

Look to Amsterdam today 
for trading by the standards of "Europe 
1992" 
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Heading between the lines 


The Communist Party of China and 
Marxism, 1921-85: A Self-Portrait by 
Laszlo Ladany. C. Hurst, London. £32.50. 
Hoover Institution Press, Stanford. US$44.95. 


Writing in China’s Guangming Daily, the 
communist party's newspaper for intellec- 
tuals, Li Rui, a member of the party's Central 
Advisory Commission, recently called for a 
re-examination of the legacy of Mao Zedong. 
His essay emphasised: "In studying Mao 
Zedong, the most complicated, difficult and 
important area is the examination of the ac- 
tivities and thought of his later years — espe- 
cially the mistakes in his thought. There has 
been little studv of this in the past." Li Rui 
conceded that studies of Mao by foreign 
scholars have far outstripped the efforts of 
their counterparts in China. 

One may doubt whether the time is yet 
ripe in China for an objective assessment of 
the chairman. In the same week that Li's 
essay appeared condemning Mao for the dis- 
asters he inflicted on China, an interview tak- 
ing a more positive view was published in 
Liaowang (Outlook), a weekly associated with 
the party central committee’s secretariat. 
This came from the late Ji Dengkui shortly be- 
fore his death last year. Ji had rocketed to po- 
litical stardom during the Cultural Revolu- 
tion (1966-76), only to be cast aside as Deng 
Xiaoping consolidated his power in the post- 
Mao era. 

These conflicting appraisals of the chair- 
man by prominent Chinese officials partly 
reflect his responsibility for their respective 
fates. Li was ousted from office during the 
Cultural Revolution, while Ji 
joined the “helicopter genera- 
tion” that suddenly rose to the 
top. More importantly, their ap- 
praisals also reflect the continu- 
ing struggle between the “two 
lines” that have long contended 
for the power to determine 
China’s destiny. 

Under these circumstances, 
academic analysis of Mao's role 
and thought would appear to 
be a luxury the authoritarian 
People's Republic might under- 
standably eschew. Political and 
human sensitivities are still too 
great, the stakes too high, to 
allow true scholarship in relev- 
ant history and philosophy. 

When Chinese scholars are 
ready to undertake this task, 
they could do no better than to 
consult Laszlo Ladany's mag- 
num opus, which traces in 
painstaking fashion the first 65 
tortuous years of the party's in- 
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ternal and external development. Father 
Ladany, a Jesuit priest, spent the last decade 
of non-communist rule in China before mov- 
ing to Hongkong, where for 30 years he 
wrote China News Analysis, a newsletter 
based on an extraordinarily careful reading 
of the mainland press. 

As Ladany states in his preface: "Scrutiny 
of the Chinese sources for 36 years develops 
in the student a sixth sense in sorting out reli- 
able statements from mere propaganda." He 
gives us here a critical analysis of ^what the 
communist party has revealed about itself," 
hence the sub-title, "a self-portrait." He 
makes especially good use of the spate of 
revelations that burst forth in the 1979-82 
period, as many high party figures made 
often surprisingly frank contributions to the 
“literature of the wounded" that marked the 
era's reaction to the excesses of the past. 

Ladany set out to do more than this. He 
hoped to produce "an understanding of 
what Marxism and the Chinese Communist 
Party meant in the 20th century and how it 
can have happened that China became com- 
munist" — a very tall order indeed. Later the 
author seems to recognise that he has not fill- 
ed it, conceding that 20 years from now "a 
more widely based interpretation of events 
will have to be written." 

That this book does not reach its Prome- 
thean goal does it no discredit. It is far more 
than an agglomeration of facts, far more than 
the massive name-dropping that it occasion- 
ally threatens to become. The commentaries 
that Ladany intersperses among the 
sinuosities of the party line are uneven and 





Room in Yanan where Mao thought up Maoism. 
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tantalisingly incomplete. Yet they often cast 
brilliant light upon the sinicised and diluted 
Marxist-Leninist doctrines of China and the 

rsonalities who spawned them. They also 
highlight the evolution and utility of party 
and government institutions as China's new 
élite struggles with itself and outside forces to 
move the nation down the road to moderni- 
sation. 

In addition, the author has a keen eye for 
the continuities in political style that have 
marked party rhetoric, symbols and tactics, 
with universal communist techniques — 
ranging from the doctoring of photographs 
to the dissemination of supposedly sacred 
texts enshrining new orthodoxies — being 
reinforced by Chinese traditions. Although 
the contents and enemies of the party line 
frequently change, the party's premises and 
processes remain strikingly similar. 

The book is said to be written for the non- 
specialist, with many details ostensibly sac- 
rificed on the altar of readability. Neverthe- 
less, in the early chapters, it is sometimes 
heavy going, especially when Ladany seems 
deliberately to play down some of the most 
fascinating events in modern history. His ref- 
erences to the lengendary Long March of the 
mid-1930s are preoccupied with debunking 
the hoary but erroneous view "that Mao be- 
came the leader of the party in January 1935" 
rather than some years later. 

His account of the Xian Incident, the 1936 
abduction of Chiang Kai-shek by rebel forces 
sympathetic to the communists, may be in- 
telligible even to the uninitiated, but by de- 
clining to titillate his readers with the tale of 
Chiang attempting to escape without his 
false teeth in his nightshirt, Ladany deprives 
them of one of the juiciest stories of our time. 
His eschewal of such anecdotal details 
suggests that the author has as much revolu- 
tionary self-discipline as the sternest party 
leader. 

As he approaches the pre- 
sent, however, Ladany's pre- 
ference for understating the 
facts heightens the inherent 
drama of the unfolding events. 
He does not solve the riddle of 
what really happened to Mao's 
"close comrade-in-arms" and 
designated heir Lin Biao in Sep- 
tember 1971, but he presents 
what is known in a stimulating 
fashion. 

Anyone who does manage 
to wade through this impres- 
sive volume will come away 
with a better understanding 
of the magnitude of the tasks 
confronting China's current 
leaders as they strive to re- 
form the party, shore up 
its crumbling orthodoxy and 
retain Mao as a symbol of 
unity while recognising his 
human frailties. 

E Jerome A. Cohen 
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Cradle of corruption 


The Japanese Way of Politics by Gerald L. 
Curtis. Columbia University Press, Irvington, 
New York. No price given. 


The Liberal Democratic Party (LDP) is the 


high road of power in Japan. The opposition 
parties, especially the Japan Socialist Party, 
pursue a path along the byways of their own 
narrow concerns, divided and ineffectual. 
But, Gerald Curtis argues, Japanese politics 
are neither static nor dominated by a 
monolithic LDP dependent on rural votes to 
keep itself in power. He is right, and his book 
presents a good picture of the structure and 
organisation of the LDP and of how it has 
evolved over the more than 30 years it has 
been in government. 

However, there are a number of features 
of this book which make it unsatisfactory, 
even disturbing. Most worrying is Curtis’ 
readiness to take on board many of the as- 
sumptions that the Japanese political and 
economic establishment nurtures and pro- 
selytizes about itself. At the end of the book 
Curtis proudly announces that the “truth is 
that Japan, like the United States, has woven 
the threads of democratic political life — civil 
liberties, open elections, competitive politics, 
and responsible government — into the fab- 
ric of the nation’s social structure to create a 
stable political system that echoes universal 
values and behaviour while at the same time 
being utterly unique.” Nothing could be fur- 
ther from the truth. 

Even from the evidence presented on ear- 
lier pages it is quite clear that the assump- 
tions on which the modern Japanese polity is 
based are very different from those 
which underlie democracy in the 
West, even in the would-be neo- 
liberal polities of the Anglo-Saxon 
world. Curtis quotes from the 
Ministry of Home Affairs’ explana- 
tion as to why door-to-door canvas- 
sing at elections is illegal in Japan. 
Such activity raises the spectre of 
bribery which would not be a prob- 
lem “if the level of the electorate’s 
political consciousness is raised and 
if it becomes general for people to 
vote on the basis only of their own 
will. But the present reality has not 
reached that stage.” 

In other words, the people have 
to be protected from themselves. 
The electorate becomes, therefore, a 
passive spectator in one of the most 
fundamental processes of demo- 
cracy, the election campaign, as- 
saulted by the din of loud- 
speaker vans criss-crossing the 
localities in endless succession bel- 
lowing forth the nameofa candidate 


LDP candidates electioneering from a van. 


followed by a hysterical “thank you." 

Fortunately, though there are always 
people to insist that they know what is best 
for their fellow men, in the West the arrogant 
belief that people have to be saved from 
themselves has taken a number of tumbles 
over the centuries. But inJapan the belief that 
it is no business of the chonin, or common 
people, to have anything other than a 
peripheral role in politics and that they 
should be satisfied with the scrapings from 
the pork barrel remains as strong today as it 
did in the feudal past. Itis from such assump- 
tions, and the political atmosphere that they 
engender, that corruption, the hallmark par 
excellence of the Japanese way of politics, 
flourishes. 

Curtis touches on the question of corrup- 
tion but seems to assume, if somewhat gin- 
gerly, that it is a characteristic common to all 
political systems. While this is undoubtedly 
the case it is the degree of corruption that is 
important. At what point does corruption ir- 
reparably rot the foundations of the whole 
political structure and bring the edifice 
crumbling down? Or, if one rephrases the 
question in less alarmist tones, at what point 
does it block the prospects for much-needed 
reform? After all, political sclerosis is as 
dangerous to the health of a polity as eco- 
nomic sclerosis. 

It has become an orthodoxy in the West- 
ern literature on Japan that the bureaucracy 
is staffed by competent, principled, highly 
motivated Platonic guardians fired by a mis- 
sion to promote the greater good of the na- 
tion. Again the reality is different. The con- 
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tinuing Recruit scandal has not been simply 
about buying a politician's vote. The chair- 
man of Recruit appears to have gone one bet- 
ter and bought the bureaucrats as well. 

Who guards the guardians indeed? It is a 
question that everyone outside Japan should 
ponder closely amid the fashionable rhetoric 
about Japan assuming a political role in the 
world equal to its economic and financial 
clout. One thing seems likely to trip up the Ja- 
panese in the pursuit of this ambition, their 
political system. 

Far from echoing universal values, the Ja- 
panese way of politics is resonent of some- 
thing more familiar, the structure of the 18th 
century politics of King George III: corrup- 
tion, connection and a conspicuous absence 
of issues firing the political debate. There is a 
lesson here. Britain lostits first empire during 
the reign of George III. It had to reform its 
politics, bureaucracy and other institutions 
of government before it could successfully 
rule its second empire. 

A number of other odd assumptions pep- 
per the book. The lot of Tokyo’s suburbanites 
would indeed be happier if it were true that 
they were “now able to afford to move closer 
to the metropolitan centre and thereby re- 
duce commuting to work.” Curtis seems to 
be unaware of former prime minister Yasu- 
hiro Nakasone’s legacy to the nation, a vi- 
cious land-price inflation that has driven 
people further from the centre. International 
comparisons show that the provision of 
medical care, retirement pensions and other 
welfare services in Japan is not “extensive.” 

The existence of several fine studies about 
the origins of Japanese managerial and la- 
bour practices places them firmly within re- 
cent history and shows that they were 
created for unashamedly political goals. It is 
all the more inexcusable, therefore, to swal- 
low the Japanese view that such practices 
derive from traditional Japanese 
ways of doing things which are “as 
modern and legitimate as the West- 
ern ways that had long been held up 
as models for Japan to follow.” 

This brings us back to the ques- 
tion of Japan and the West. If the Ja- 
panese are determined to be consi- 
dered special and unique in their 
dealings with the outside world, 
then surely a much healthier re- 
lationship will evolve if we seek to 
define and respect our differences 
with Japanratherthan trying tofitour 
observations into the artificial strait- 
jacket of a spurious convergence 
theory which produces such slick 
but dangerous comments as “con- 
vergence is Japanising the West as 
much as it is Americanising Japan.” 

The Japanese have done well in 
the world by emphasising their spe- 
cial status; the rest of the world 
could do equally well by emphasis- 
ing its own special status vis-a-vis 
Japan. = Derek Massarella 
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NOW, WHEREVER YOU ARE 
IN THE WORLD, YOUR MONEY 
GROWS BEST IN JERSEY. 








[f you are living or working abroad, Abbey National 
will help you make the most of your money. 
n Jersey's genial financial climate, your funds will flourish 
s surely as the flowers. And now that Abbey National 
s established in the Island, you can have all the benefits 
of a building society account with high, tax-free interest, 
ind much more besides. 

We've joined forces with The First National Bank 
X Chicago to introduce a fast and highly efficient 
nternational money transfer system which allows you to 
ransfer money from your bank account to your Offshore 
nvestment account, wherever you happen to be. 

Our Offshore investment accounts are so flexible, 


you'll find exactly the right one for your needs. Offshore 


lus offers instant access and five rates of interest, 
lepending on how much you wish to invest. You can start 
with just /,500. Offshore 90 offers even better rates (at 90 
lays’ notice), and you need £1,000 to get started. In all 
"ases, no tax is deducted; your interest is paid in full. 
Now we've 
'lanted the thought, 
end us the coupon. 
And we'll really 
ret things growing. 
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'ast, flexible cash flow and high-rate tax-free interest. 


Copies of the latest audited accounts are available on request. 









K Peter Donne Davis, Managing Director, Abbey National 
| (Overseas) Ltd, PO Box 545, Abbey National House, 
| Ingouville Place, St Helier, Jersey, Channel Islands. 


Please send me full details of the Abbey National 
| Offshore Plus & Offshore 90 Accounts, including current 
interest rates. | 


Name 
| Address 
| 
| Country 


| Telephone number |. 35 Be PEE 
| OFE 10 


B.M BEC M 






"WHERE To PUT YOUR "ON 


iT ees EE E — — 





————— RÉP A eee e gsiemens 














serendipi y ad future ear at continue with current illa on the 
e b lish gr reetings for the new year and the new US presi- 
nt proved lively, taking : markets. up on average by 5% in two 
ion, bu but short lived, pea ir g& atleast for the time ebeing, by mid- 
February. 
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heating. and over the resolve of the Bush administration, rather — dolla 
-than anything more tangible. Growth in most industrial economies — ing n 
remains buoyant while ae inflationary undercurrents are only just 
beginning to seep through to the official statistics. Markets still 
seemed to feel that inflation could be contained with a bit of fine tun- 
ing, so short-term rates continued to edge up almost everywhere, 
even, but last of all, in Japan. On the other hand, bonds general- 
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Asian shares look best bet in uncertain world economy 


Look east for a haven 


OGIC MIGHT SUGGEST that the only 

sensible place to put your money 

right now isin the bank or, if you are 

a bit braver, into gold. The primary 
economic concern of the day is, after all, ris- 
ing inflation (which in theory ought to favour 
classic hedges like gold) while the continued 
rise in interest rates designed to choke off de- 
mand argues in favour of cash and against 
equities and bonds. 

This is not the way professional investors 
are seeing things, however. Even the more 
bearish among them argue that it is too early 
yet to go liquid and that if bond markets are 
none too exciting at the moment there is still a 
good deal to go for in certain equity markets 
— notably those in the Far East. 

Such arguments should be given a fair 
hearing. At the same time though, it must be 
said that with securities market turnover still 
depressed in the aftermath of the 1987 crash, 
. an element of wishful thinking appears to 

. be creeping into analysts’ thinking, especial- 
ly those associated with market-making 
houses which have large inventories. 

Before being seduced by analysts’ sweet 
reason, the investor should harken for a mo- 
ment to those Cassandras crying woe for the 
international economy — and then make up 
his own mind. 

Demand (both private and public con- 
sumption) is booming in most of the major 
economies — most notably in the US, Britain 


By Anthony Rowley in London 


and Japan — pushing inflation up to an ex- 
pected 4.776 in.1989 for the OECD as a whole. 
Interest rates continue to advance and will 
certainly go on doing so, to the point where 
overall OECD economic growth is supposed 
to fall to 2.9% this year, compared with 4.2% 
in 1988. 

There is little sign yet, however, that 
growth has been choked off or that inflation 
has peaked — and meanwhile external def- 
icits remain stubbornly high in the US and 
Britain. When the inevitable slowdown does 
come, will it be a mild and shortlived one — a 
"policy-induced" response to the over- 
liquefying of economies after the 1987 crash 
— oris OMERE rather more unpleasant in 
prospect? 

Few analysts are prepared to counte- 
nance the idea of rampant 1970s’ style infla- 
tion returning, or of the need for restraining 
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measures so draconian that they induce re- 
cession. Some, indeed, see industrialised 
countries beginning to accelerate again to- 
wards higher growth in 1990 after a touch on 
the brakes this year. 

Itis worth bearing in mind, however, that 
the coming correction may not be just 
another mild pause in the economic up- 
swing which much of the industrialised 
world has enjoyed since 1982, thanks largely 
to falling oil prices. 

For a start, the US and Britain have effec- 
tively abandoned fiscal policy as a means of 
controlling rising demand, because it sits un- 
comfortably with their policies of low taxa- 
tion and getting the government off people's 
backs. Japan may have used fiscal policy to 
boost demand over the past couple of years, 
but itis hard to see Tokyo putting that into re- 
verse and raising taxes should demand con- 
tinue to accelerate. 

Another two major factors have changed 
the basic economic ground-rules in recent 
times. One is the eschewing of official credit 
controls by many governments, leaving in- 
terest rates to carry just about all the burden 
of restraining demand and inflationary pres- 
sures in the economy. 

This often conflicts with exchange-rate 
policy, which brings us to the other altered 
ground rule — exchange-control freedoms. 
These have a nasty way of interfering with 
national policies to control demand through . 
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Interest and inflation concerns took the gilt off most markets but 
they still remained above New Year levels. Japan's Nikkei was espe- 
cially strong. Although it retreated slightly from a mid-February high 
around the 32,500 mark, it was remarkably resilient considering the 
political uncertainties of the Recruit scandal and Bank of Japan infla- 
tion warnings. Some, however, saw potential danger signals in the 
way the Nikkei ran far ahead of broader-based Tokyo indices. 

Most Asian markets outperformed the rest of the world, with 
Hongkong still liquid despite interest rate rises and Taiwan staging 
another breathtaking rebound to reach 7,383 — a rise of 1476 in a 
month and 50% since the start of the year. To be avoided. Kuala Lum- 
pur’s upward run stalled, but Bangkok was steady. 

The commodity front did not show any startling developments 
but what news there was tended to favour the inflation theorists. Oil 
confounded sceptics to hold its recovery to the US$17 a barrel range. 
Metals, especially copper, were volatile but generally higher, with tin 
in particular spurting to M$24.50 (US$8.94) a kg, a 15% gain on the 
month and 25% since the start of the year. Foods edged up and there 
were suggestions that a sharp advance could be on the cards. Pre- 
cious metals, however, remained treacherous. Even periods of a 
weak dollar could not offset the negative factors — rising output, 
higher interest rates and retiring bulls. However, a support level for 


gold seemed to exist around US$390. 


the cost of money, because users of the com- 
modity can always shop around and borrow 
in lower-cost currencies. 

Just where all this leaves us is hard 
to say. It is arguable that this is a time 
of unique uncertainty, where it is danger- 
ous to assume that national authorities are in 
full control of their economies, and that a 
touch here on the brakes, there on the ac- 
celerator, will keep things moving along at a 
steady pace. 


o much for the general; what now of 

particular investment philosophies? 

Those analysts who are prepared to 

concede that something nasty and as 
yet indefinable may be lurking down the 
road for the international economy 
nevertheless still favour the idea of investing 
in equity markets in the “medium-term” 
(which they define as meaning up to 1990 
and maybe somewhat beyond). 

The argument here is that, even if infla- 
tion does go on rising and interest rates con- 
tinue to chase upward after it, there is still a 
great deal of buoyancy left in the system, and 
that corporate profits will continue to benefit 
from that for some time to come. So too will 
equities, though many analysts acknow- 
ledge that further upward progress will be 
erratic and punctuated by fairly frequent 
nervous pauses. 

The place where not to put your money, 
even on this more optimistic thesis, is in the 
US equity market. US demand and inflation 
may not respond until the discount rate has 
gone a deal higher yet and, meanwhile, the 
outlook for the twin deficits and the dollar is 
not good. 

Almost to a man, analysts are strongly in 
favour of East Asian stockmarkets, in- 
cluding Tokyo’s, which sometimes seems 
destined to go on rising until the end of time. 
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The argument here, according to brokers 
James Capel, is that prospects for the Asia- 
Pacific region as a whole are “bright” with 
Japan “achieving a successful transition to 
domestic demand-led growth” and with ex- 
change rates movements bringing a com- 
petitive advantage to most other East Asian 
countries. 

Major brokers are currently overweight- 
ing the Asian component of their port- 
folios above what a strict apportionment in 
line with the Capital International world 
capitalisation scales would dictate. Some rec- 
ommend as much as 50% of an equity 
portfolio being in Japan with a further 10% 
elsewhere in Asia (which still means Hong- 
kong and Singapore in the main, until the 
Seoul and Taipei markets open their doors 
further). 

Some overweighting in the British equity 
market is also favoured because of the under- 
lying competitive advantages which Thatch- 
erism is deemed to have brought, even if the 
British current-account deficit and inflation 
do look rather nasty just now. France and 


inflation on the rise 
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Interest rate reaction 


12 December 1988 = 100 


Spain are other favoured European markets. 
Brokers generally are underweighting their 
US portfolios several percentage points 
below the 32% (against 41% for Japan) which 
Capital International scales imply. 

For bond markets, there is somewhat less 
enthusiasm, given the background of rising 
interest rates. It should be pointed out, 
though, that even at current inflation rates 
many bond markets are still offering a sub- 
stantial real yield — 4-5% in some cases. 

Brokers Hoare Govett favour the Japan- 
ese bond market, not so much on the ground 
of nominal or real yields, but on the assump- 
tion that those bond markets do best where 
the underlying economic outlook is most 
sound. 

US dollar bonds are thought likely to 
do reasonably well in the first half of this 
year, though there are fears that the dollar 
itself could be badly on the skids again by 
the second half. Shortages of stock will 
limit the downside in British Government 
bonds, even if the outlook for sterling is 
uncertain. 

In short then, the so-called voices of 
reason say that equities should continue to 
outperform inflation over the next year or so, 
just as they have done over the past five 
years, and that cash is not the thing to be in 
even if interest rates are making it nominally 
more attractive to hold nowadays. 

The investor must make up his own mind 
as to whether or not this is good advice, 
though there are warning signs he should 
watch for. If, for instance, the US Govern- 
ment should concede that demand is not re- 
sponding to the higher cost of money and 
reintroduce 1980-style credit controls, then 
that is the time to make for the hills. That 
might also be a good place to start digging for 
gold — something examined elsewhere in 
WHERE TO PUT YOUR MONEY. m 
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JAPANESE 


BONDS 


High risk, low vield 


By Richard Hanson in Tokyo 


APAN'S HUGE TRADE SURPLUSES help 
obscure the fact that its government is 
even more, by some measures, of a 

ebtor than the US. Japan's outstanding 
government debt is equal to around 50% of 
its GNP (€ 162 trillion — or US$1.26 trillion — 
by the end of the next fiscal year). US debt is 
45% of GNP. 

Japan issues bonds to finance over 15% of 
its government spending. The US and West 
Germany do so for less than 10%. Back in 
1979, at the end of a fiscal spending spree, 
Japan financed nearly 40% of its national 
budget by selling bonds. 

Thatis why for most of the current decade 
officials in the budget and finance bureaux 
of Japan’s Ministry of Finance (MoF) have 
dedicated themselves to eliminating 
government bonds (JGB) issued solely 
to cover shortfalls in government rev- 
enues — the so called deficit-covering 
bonds. 

A combination of surging tax rev- 
enues and profits from selling prime 
government assets to the private sector 
has brought the goal of ending deficit- 
covering bonds within reach of a finan- 
cial year 1990 target. New debt issues 
will be slashed by 20% in the year start- 
ing 1 April, to ¥7.1 trillion, with deficit: 
covering bonds cut in half to ¥1.7 tril- 
lion (the rest are used to fund public- 
works spending). However, roll-over 
bond issues will total ¥15 trillion, a rise 
of 596. 

With somewhat less zeal, and 
under sharp political pressure from outside 
Japan, MoF officials have also taken steps to- 
wards liberalising the workings of the JGB 
market. 

Within a year or two, Japan's bond mar- 
ket should also be humming along nicely 
with more or less free-market auctions for 
new bonds. Theauction system will be intro- 
duced in April. Foreign brokers too have 
been given a larger role in the syndicate 
which underwrites JGB. Within the foresee- 
able future, a treasury-bills market for notes 
of less than one-year maturity may also be 
operating. The MoF is doubling the amount 
of one-year government bonds it plans to 
issue in the coming year to ¥4 trillion. 

Secondary market trading has soared 
since banks were allowed to trade bonds in 
1984. The start-up of a JGB futures market a 
year later propelled Tokyo into the front 
ranks of futures markets. Thanks to the need 
to roll over much of the debt issued a decade 
ago, there is not much worry about asudden 
shortage of new bonds. 

So why haven't you bought a JGB lately? 
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According to fund managers, the simple 
answer is because you are better off putting 
your money into the Tokyo stockmarket, 
where foreign investors have become promi- 
nent participants again for the first time in 
five years. 

That is mainly because Japanese long- 
term bond yields are relatively low (around 
5%). Moreover, the prospects for capital 
gains are slim. Itis unlikely that there will bea 
repeat of a 1987 plunge in yields from 6% to 
below 3%, which was highly profitable for 
those who pulled out before prices abruptly 
collapsed. Many were burned. 

Barclays de Zoete Wedd calculates that 
while Japanese equities are overvalued 
somewhat compared with medium-term 
government bonds, equities only have to ad- 
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TSE's bond-trading floor. 


vance 6% a year over the next five years in 
order to beat bonds. Japanese stocks have 
risen 22% a year on average over the past five 
years. 

The best reason for a foreigner to buy JGB 
would be in anticipation of a further gain on 
the currency. Even then you are perhaps 
better off putting your money in an off- 
shore yen-bond fund, of which there are 
several. 

If you insist on parking yen in Japan in the 
form of a bond, all brokers offer highly liquid 
medium-term government bond funds that 
operate much like a bank deposit. Japanese 
investment trust management companies 
offer domestic bond funds with varying de- 
grees of risk. 

Think carefully before buying JGB itself, 
unless you are simply looking for a 
straightforward low yield and do not care 
about foreign-exchange risks. The risks of 
being a player in the JGB market are higher 
than they ought to be, mainly because of 
how the market has developed over the past 
five years of liberalisation. The Bank of Japan 
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(BoJ), in a remarkably candid special report 
issued in December 1988, ticked off a list of 
structural problems. 

Chief among them is the absolute domi- 
nance of banks and brokers in secondary 
market trading. In 1983, banks and brokers 
dealing through their own account took only 
30% of the secondary market. Now, if bank 
trading in portfolio accounts is added, they 
make up about 9076 of trades. That compares 
with 5976 for prime dealers and brokers in 
the US market (as of 1987). 

"The secondary market for bonds has vir- 
tually become a inter-dealer market for sec- 
urities companies and banks," the report 
comments. 

Dealers tend to react alike, which has 
added to market volatility at times. The rapid 
decline and subsequent rapid rise in yields in 
mid-1987 can be "regarded as typical ‘boom 
and bust’ or ‘burst of a speculative bubble’,” 
according to the central bank. 

Another feature of the Tokyo market has 
been an extreme concentration of trading in 
so-called “bench-mark” issues. Shortly after 
banks began trading in 1984, the practice of 
selecting a certain issue as abenchmark 
developed. Although a benchmark 
issue is typically only 1-276 of the out- 
standing JGB, by 1987 the benchmark 
issue at any given time was accounting 
for more than 90% of spot trading. 

Yields on the benchmark issue are 
usually 0.4-0.6% lower than those on 
bonds with a similar coupon, despite 
the difficulty of finding a "theoretical 
explanation," for the difference. The 
BoJ concludes that the surge in trading 
of the benchmark issue as led to "inten- 
sified risk in the long-term bond mar- 
ket." 

Introduction of a futures market has 
done little to help the development of a 
deeper market, despite soaring vol- 
ume. Again, banks and brokers account 
for almost 90% of futures trading. 

"This homogeneity of market particip- 
ants suggests that expectations of market 
players could, at times, be biased as in the 
spot market," says the report, which con- 
cludes that futures trading “has not added 
very much to market depth, nor has it in- 
creased stabilising speculation.” 

For their own reasons, Japan’s huge in- 
stitutional investors, insurance companies 
and trust banks, have remained mostly on 
the sidelines in spot and futures bond trad- 
ing, despite growing bond portfolios. They 
have been content buying newly issued 
bonds in the primary market. 

The Bo} predicts that long-term investors 
will increasingly need to engage in bond 
trading as the financial system continues to 
be liberalised. It suggest changes in the pay- 
ments system, expansion of the bond-loan 
market (which is about to take place) and 
reform of the tax system (which depends 
on a withholding tax) to improve the 
market. E 
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Your success comes from taking risks. 


Ours comes from spreading them for you. 


Effective risk management in 
today's volatile market conditions 
requires close contact with stock 
markets around the world. Plus a 
sophisticated analysis of the political 
and economic pressures that move 
exchange and interest rates. And a 
keen eye for investment opportun- 
ities broader than the conventional 
range of options. 

It demands, in short, a full-time, 
thoroughly professional approach. 


Your Private Bank 

Lloyds Bank International Private 
Banking offers you a complete service, 
with unlimited access to a personal 
adviser, your account executive. 

This adviser will be an experienced 
professional with whom you can 
discuss problems or opportunities at 
any time. He or she is also part of a 
banking team with representation in 
40 countries and contacts everywhere 


in the world. 
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To find out more, please contact 
Steve Ushiyama at our Hong Kong 
office, 2901-4 Admiralty Centre, 
Tower 1, 18 Harcourt Road, GPO 
Box 10126, Hong Kong, or telephone 
(5) 823 2123. 


Cayman, Dubai, Geneva, Gibraltar, Guernsey, 
Jersey, Luxembourg, London, Marbella, Miami, 


Monaco, Nassau, New York, Panama, Zurich. 


Lloyds Bank 
International 


Private Banking 
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GOLD 


For the fearless few 


By Anthony Rowley in London 


F YOU BELIEVE in taking a contrarian view, 
| then now is the time to buy gold. Almost 

all professionals say sell, and they can 
make a strong case for being bearish in the 
short to medium term. 

There are, on the other hand, arguments 
to support those brave enough to take a 
countervailing view. If there is only one 
thing clear, it is that the gold price is in for a 
good deal more volatility than it has experi- 
enced of late. 

The market for physical gold appears to 
be facing massive over-supply; investors are 
not responding to rising inflation by buying 
precious metals — not yet at least — and fi- 
nancial assets look likely to continue yielding 
a positive real return for some time to come. 

Part of the problem for gold is that invest- 
ment demand for the metal in East Asia — 
Japan and Taiwan in particular — as well as 
in the Middle East has been slackening, and 
thus failing to absorb increasing production 
and sales. 

By the end of 1988, implied speculative 
demand had fallen to 90 tonnes worldwide 
compared with 144 tonnes the previous year, 
according to investment managers Thornton 
Group. 

(Implied speculative demand is the re- 
sidual factor after accounting for 
gold use in jewellery — 1,150 tonnes 
in 1988 — absorption of 200 tonnes for 
official coins, a further 250 tonnes 
used in other industrial uses and 
250 tonnes by way of gold-bar hoard- 
ing.) 

"Spesie demand is the wild 
card in the pack. Julian Baring at 
broker James Capel, for long a strong 
bull of gold, has turned bearish 
and now believes that the gold price 
will “stay weaker than most people 
expected for longer than most people 
expected.” He expects the metal to 
average US$320 an ounce for the 
foreseeable future. 

Baring's reasoning is that mone- 
tary authorities in major countries 
will do their utmost to maintain a real 
rate of return on financial assets in order to 
suppress inflation. There will thus be no re- 
peat of the situation in the late 1970s when 
real interest rates turned negative, giving 
rise to much hedging demand for prec- 
ious metals. (By the end of 1979 the gold 
price was pushing through US$700 an 
ounce.) 

Whether the authorities will in fact be 
prepared to maintain tight monetary poli- 
cies once they are staring recession in the face 
is a moot point. Interest rates are likely to de- 


dine well before inflation does (especially 
given the pent-up wage demand already in 
the Western system), giving rise again to 
meagre or even negative real returns on 
paper assets. 

It is also worth bearing in mind that how- 
ever large the prospective increase in gold 
production over the next few years, it is 
dwarfed by the rise in world money supply 
and wealth in general which has occurred 
during the supposedly monetarist 1980s. 
The gold market may have a weight of metal 
hanging over it but it also has a sea of liquid- 
ity underneath it. 

On the other side of the coin, a report 
published recently by London-based Metals 
& Minerals Research Services (M&M) is a kind 
of gold bears' manifesto. 

It points out that, from 1980-87, gold out- 
put in the non-socialist world rose at the 
"very buoyant” rate of 5% a year, with two- 
thirds of this increase coming from the US, 
Canada and Australia, where combined 
compound output growth has been a “stag- 
gering" 2176 a year. 

One obvious reason for this gold rush is 
that during the past eight years the gold price 
has averaged around US$420 an ounce — 
well above the production costs even of rela- 
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tively inefficient mines. The average price 
was nearer US$120 an ounce during the 
1970s. 

The increased use of sophisticated gold 
exploration and recovery techniques has also 
acted as a spur to production, especially the 
use of so-called "heap leaching" in the US 
and "off the shelf" carbon recovery plants in 
Australia. New financing techniques have 
helped gold miners too. 

On top of all this, the low levels of base- 
metal prices experienced from 1982-87 en- 
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couraged those engaged in mining them to 
switch to precious metals exploration, gold 
in particular. (Base metal prices at present are 
such as to provide an incentive for switching 
back again however.) 

Inthe US — now the world's third-largest 
gold producer after South Africa and the 
Soviet Union — M&M foresees further sub- 
stantial gains in output over the next few 
years. The US "should easily be able to sus- 
tain a production rate of over 250 tonnes a 
year over the next decade." 

This will be nearly three times 1985's rate 
of production. And, since about 80% of US 
gold output now costs less than US$250 an 
ounce to produce, the price would have to 
fall some considerable way before such pro- 
duction becomes uneconomic. 

(For perspective, total estimated mine 
production worldwide in 1988 was 1,490 ton- 
nes, on top of which scrap provided 350 ton- 
nes and Soviet-bloc sales a further 300 ton- 
nes. Net of central bank purchases — which 
surged to 200 tonnes in 1988 compared with 
only 70 tonnes the previous year — total sup- 
ply came out at 1,940 tonnes.) 

Canadian gold production is expected to 
reach 190 tonnes a year by the end of 1990, 
which is double the production level five 
years ago. Average Canadian production 
costs in 1988 were even lower than those in 
the US — around US$230 an ounce. 

Australia’s current “gold rush" has 
pushed mine production up to around 150 
tonnes a year now compared with 17 tonnes 
in 1980, which means it is running neck and 
neck with Canada for the position of the 
world's fourth-largest producer. 
Average production costs are around 
US$250 an ounce. 

Takeovers and mergers among 
gold producers have produced 
corporate giants hungry for profit 
and for new sources of gold produc- 
tion. 

The "spill-over" effect of this 
has been a dramatic increase in 
investment in gold production in 
Latin America and the Pacific Rim 
countries — Papua New Guinea 
especially. 

Even assuming no increase in 
South African output — though 
South Africa may well decide to 
step up output in order to main- 
tain its market dominance — the 
consequences of all this for the 
gold price, concludes M&M in truly 
bearish vein, could be "quite spectacu- 
lar." 

This prophecy seems already to be on the 
way to fulfilment. On 17 February, the gold 
price in London fell to US$378 an ounce, its 
lowest level for two and a half years, though 
by the middle of March it had recover- 
ed somewhat to nearer US$390. This, 
though, was still a far cry from the US$500 
ceiling it commanded as recently as the end 
of 1987. x 
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peared toslow during the December quarter, 


Market in waiting 


By Colin James in Wellington 


N TOP OF ONE OF THE TALLEST BUILD- 
() INGSin Wellington the word SMART — 

for Richmond Smart Corp. — is 
blazoned in big red neon lettering. It sym- 
bolises the manoeuvres the so-called "invest- 
ment companies" used to build empires be- 
fore the stockmarket crash of October 1987. 

But now the sign symbolises a corporate 
lifestyle that in the end proved too smart for 
its own, and many other people's, good. On 
3 March, Richmond Smart, a conglomerate 
of property and industrial companies, was 
put in statutory receivership and thus joined 
a list of six significant listed companies to col- 
lapse in just six weeks, starting with 
Equiticorp International on 20 January. 

The sound of crashing companies — and 

the harmonics they spread through debt-rid- 
den, fearful private investors — is not good 
for local business on the New Zealand stock- 
market. Nor has been the cacophony of post- 
crash disclosures that deals were done in se- 
cret or that deals declared to have been done 
were not done after all (though SMART has 
not been accused of this). Private investors 
are probably still net sellers, according to ana- 
lysts. 
á In addition, big institutional investors are 
holding back, even though they are now 
more liquid than they would like to be and 
are light on equities. The reason: the govern- 
mentis still considering what to do about tax- 
ing superannuation schemes, a major source 
of funds for equities. That is unlikely to be 
known before next month at the earliest. 

With neither private nor institutional in- 
vestors much active in the market, there is a 
wide open space for international investors. 
Some brokers believe now is the time to take 
advantage of bargain-basement prices for 
companies with sound fundamentals and a 
solid base overseas, or in the export market 
or with strong positions in key 
sectors of the internal mar- 
ket. 

After all, the New Zealand 
stockmarket was the only one in 
the East Asia and southwest 
Pacific region to decline in calen- 
dar 1988. Shares of some leading 
companies are trading well below 
their net tangible asset backing: 
Brierley Investments was trading 
at NZ$1.58 (98 US cents) on 7 
March against a claimed asset 
backing of NZ$2. 

“The international approach to 
New Zealand is that the lead com- 
panies in New Zealand appear to 
be out of line with other interna- 
tional market opportunities,” 
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Chris Horton of Hendry Hay McIntosh told 
the REVIEW. 

He particularly singled out Fletcher Chal- 
lenge, which has extensive overseas in- 
terests in pulp, newsprint and construction 
and is strong in a number of areas of the New 
Zealand economy; Elders-New Zealand 
Forest Products; Carter Holt Harvey, which 
is strongly represented in Chile; Brierley In- 
vestments; and whiteware manufacturer 
Fisher and Paykel. 

"In other words, stock which are efficient, 


New Zealand still in a trough 
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export-driven, and are able to cover the 
domestic market's flat activity by other 
things," Horton said. Others say that well- 
positioned companies in the domestic econ- 
omy are also a good buy, assuming an up- 
turn is on the way. 

Some are sure it is. Buttle Wilson headed 
up an economic analysis late last month with 
the words "Classic recovery signals." He 
pointed to low for New Zealand inflation of 
4.7% and a 15-year low in the balance-of-pay- 
ments deficit of NZ$389 million for calendar 
1988, with interest rates high but slowly fall- 
in 

The ai? decline in an eS 1988 ap- 


Auckland financial district: crashing companies. 
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according to Labour Department figures re- 
leased on 7 March. 

Hendry Hay, in an economic analysis just 
prepared for distribution to clients, added 
that there was little downside risk for the ex- 
change rate, a worry in the past for foreign in- 
vestors. The Reserve Bank has declared it 
will not let the New Zealand dollar fall pre- 
cipitately from its present level of around 61 
US cents. 

"50 international investors are looking at 
New Zealand and are active," Horton con- 
cluded. From which countries? Most brokers 
point first to Australia, then to Britain and the 
US and then Hongkong. Japanese investors 
have shown some interest. And the big sur- 
prise — China is said to be buying. 

When the international investors are in, 
the market jumps: from 1,839.94 on the 
Barclays index of 40 leading stocks at the turn 
of the year to 2,098 on 10 February before a 
drop in the Australian dollar and falls in 
major markets took them out of New Zea- 
land. 

When they leave, volume drops away to 
atrickle on timid local trading and the market 
falls back — down to 1,891.73 on 28 Feb- 
ruary. At close of trading on 9 March it had 
picked up again to 1,961. 

Foreign brokers and financial institu- 
tions, mostly Australian or Australian sub- 
sidiaries of British or US companies, have 
bought into almost all significant New Zea- 
land broking houses. Hitherto they have 
been limited to a 50% shareholding by a rule 
on corporate membership of the exchange, 
but that rule is about to be abolished, which 
will allow foreign brokers to take seats in 
their own right. 

Broking charges are by negotiation with 
the client. Typically, they are in the range of 
0.7-0.9% for a NZ$100,000 parcel. It is still a 
relatively tax-free environment. There are no 
turnover taxes and no capital gains tax, 
though the government has said it will intro- 
duce a capital tax of some sort, probably on 
capital gain, within the next two years. There 
are no withholding taxes on dividends. 

The es the Securities Com- 
mission and the New Zealand 
Stock Exchange have been trying 
to clean up the ^wild-west" image 
which turned foreign — and local 
— investment off after the crash. 
The government introduced laws 
last year to curb some of the worst 
excesses, including insider trad- 
ing. 

It has before it a report from 
the Securities Commission for a 
reform of takeover law, which is 
broadly supported by the New 
Zealand Stock Exchange. The ex- 
change has reformed its own 
rules and has become more ac- 
tive in policing the market, 
thanks partly to an automation 
programme. a 
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By James Bartholomew in London 


HE PROFITS THAT CAN BE MADE on com- 

modity futures are so large that they 

are almost frightening. To make 100% 
on one contract in a matter of two or three 
months would not be exceptional. Buttolose 
the same amount would be just as normal. It 
is a bitlike roulette. Some win big. Some lose 
horribly. Overall, the participants probably 
do not make a profit. It seems a zero sum 
game. Only the brokers taking commission 
can be moderately confident of making 
money. 

It works like this: the investor visits a 
broker which can dealin commodity futures. 
Several of the big American brokerage 
houses, like Merrill Lynch, deal in them and 
also have offices in financial centres in the Far 
East. The investor will have to open an ac- 
count and will have to make some sort of dec- 
laration about his or her disposable wealth. 
This is particularly important in futures, 
since it is easily possible to lose more than 
100% of the money one first hands over. 

The money one first hands over is mar- 
gin. Say, back in January, one made a con- 
tract to buy 25,000 Ib of copper for delivery in 
July. The value of the forward contract at the 
then price of 125 US cents a lb was 
US$31,250. But the investor would not have 
had to put up as much money as that. Only 
about 10% of that amount, US$3,125, would 
have been the margin required. (The percen- 
tage margin required varies from commodity 
to commodity and exchange to exchange.) 

The price of July copper has risen since 
then. Itis now 134.40 US centsa lb. If one sold 
out, the gross profit (before dealer's spread 
and broker's commission) would be 9.40 US 
cents a Ib, or US$2,350. After costs, the profit 
would be about US$2,150, which is a 69% re- 
turn on the money invested in a mere two 
and a half months. But that excellent retum 
only exists because the risks are big too. If one 
had sold that contract in January instead of 
buying it, then one would havelost the same 
amount (plus costs). 

It is a simple question of leverage. Effec- 
tively oneis promising to buy something and 
only putting up a tenth of the cost. The 
investment is 90% financed by money one 
may not actually possess. It is a dream if one 
gets it right and a nightmare if one gets it 
wrong. 

Mark Fox-Andrews, managing director 
of Drexel Burnham Lambert in London, of- 
fers a short selection of do's and don'ts for in- 
vesting in commodity futures: 
> Do go toa broker with a good reputation. 
> Doagree the commission rates in advance 
. and make sure they are less than US$100 a 

round-turn contract. 


FUTURES 


d the sharks 


» Do not give your broker discretion to deal 
on your behalf. 

P Do trade exclusively through recognised 
exchanges and make sure you check your 
contract notes. 

>» Douse stop-loss limits. 

> Do not overtrade. 

> Donot put up in margin money more than 
5-10% of your liquid net worth. 

As this list implies, there are some sharks 
among the brokers. Take great care. The ad- 
vice to refuse to give discretion to your broker 
may seem untrusting or even rude. But it is 
the right advice. A broker with discretion 
has, as one broker himself said, “too much 
temptation in his way.” He can puta contract 
which goes wrong right away in your name 
or a contract for you which quickly goes right 
into his own name or that of a personal 
friend. 

A far better alternative to giving a broker 
discretion is to invest in a commodity futures 
fund. Many of these are US based, while 
others are offshore (and not open to US in- 


vestors). The performance of these funds is- 
monitored by Managed Account Reports - 
and published by the magazine Futures. — > 
The funds compete with each other on . 
performance and therefore have an incentive ` 
to do well. On average they made around | 
28% in 1987 (when stockmarkets were crash- 
ing) but last year their average rise was a 
mere 5.4% (which must be considered poor 
compared tothereturn ona fixed-interest de- | 
posit). di 
One common kind of fund is the 3 
“guaranteed” sort. This kind of fund puts- 
aside enough money in a fixed-interest in- 
strument so that the investoris guaranteed to. 
get back the original sum invested after, say, . 
five years. The rest of the money is investe 
in commodity futures. If the manager doe 
well, then the investor will get a lot mor 
back than the original stake. For example th 
guaranteed fund advised by Mint Invest- 
ment Management, which is due for repay: - 
ment in 1993, currently stands at US$17.5 
after being launched in November 1986 à 
US$10. | 
Another way of reducing the risk ofdeal- 
ing in commodities, is to deal in traded op- 
tions rather than futures. Ifonebuysatraded .— 
option and it goes wrong, at least one cannot = 
lose more than the original stake. But selling | 
options can be dangerous — just as danger- 
ous as futures. 





UNBUNDLED 


STOCKS 


A three-way split 


By Jonathan Burton in New York 


NVESTORS MAY SOON BE FACED with a new 

variety of stock if the US Securities and 

Exchange Commission (SEC) gives its go- 
ahead to a scheme in which blue-chip com- 
panies swap shares for a package of bonds, 
preferred shares and stock warrants. 

This latest Wall Street device is a stock 
buy-back with a twist. Instead of cash, share- 
holders would receive three pieces of paper 
that, in a flash of financial chemistry, com- 
prise the critical elements of an ordinary 
share — bonds with guaranted income and 
redemption value, preferred shares paying 
dividends tied to increases in the payout on 
ordinary shares, and very long-term war- 
rants. 

The first four companies to experiment in 
this creation of investment bankers Shearson 
Lehman Hutton Inc. are Shearson's parent 
American Express Co., Pfizer Inc., Dow 
Chemical Co. and Sara Lee Corp. Between 
them the four are proposing to swap — or 
“unbundle” — up to US$5.6 billion worth of 
shares for the new paper. 

But questions linger over the benefits 
these so-called unbundled stock units have 
for US and foreign institutional and indi- 
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bond that pays US$2 a year in interest, equal 


certificate. It pays no dividend or interest but. 


US$150 a share in 2019. If its share price is 


vidual buyers. Foreign investors, in particu- M 
lar, are faced with certaintaxconsequencesif. 
they exchange shares directly with the com- — 
pany, but could gain from a swap on the 
open market. E 

Any stockholder who transfers sharesin > _ 
Pfizer, for instance, would receive a 30-year. 
























to the chemical company's present dividend . 
rate. The bond will mature in 2019 at US$150 

The stockholder also would be given pre- 
ferred shares that pay a dividend on the dif 
ference between the company’s current di 
vidend and any increase in that rate over th 
next 30 years. Pfizer preferred has a modest. 
liquidation value of US$2.50 in 2019. 

Finally, speculators are courted with a 30-. 
year warrant called an equity appreciation 


enables an investor to buy shares at an estab- 
lished price and date. Pfizer's certificates 
allow for the purchase of its common stock at. 


higher, the certificate becomes more valu- 
able. Ata lower price the paper is worthless. . 

Collectively, the three components of this 
break-up are supposed to equal one share of : 





common stock, minus voting rights. They 
would trade openly and independently, 
with an investor able to hold one or all parts 
ofaunit. 

Each of the four companies involved has 
a set number of shares to exchange for un- 
bundled stock units. American Express 
wants to trade 14.4% of its equity; Pfizer and 
Sara Lee would each swap about 20%; while 
Dow has agreed to stake 6.5% of its existing 
shares on the deal. 

If the offerings are successful — and the 
SEC is expected to give its verdict by early 
April — Shearson stands to make a bundle 
— perhaps as much as US$100 million in fees 
— that it will share with counterpart 
Goldman Sachs & Co., which has agreed to 
help sell the product. 

Investors have received news of the 
new securities coolly since they were 
announced in December, largely because 
so much of it is untried. For instance, 
will these units have a liquid market? 
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Will they affect a company’s share value? 

The participating corporations are more 
concerned with potential benefits. Interest 
payments to bondholders are tax deductible; 
shareholder dividends are not. Sara Lee, for 
example, will save US$1.1 billion over 30 
years. And by reducing its shares outstand- 
ing, a company can restate earnings per 
share and stockholder equity at a corres- 
pondingly greater level. But if the share price 
rises and the stock warrants are exercised in 
2019, the sudden wave of new shares will di- 
lute per-share earnings. The swap is also 
a clever form of stock buyback designed 
to protect the company involved from a 
hostile takeover. Investors who swap their 
common stock for the package lose their 
voting rights, so any takeover bid would 
leave the price of the “unbundled stock” un- 
affected. 

So what is in it for investors? That de- 
pends on nationality and tax status. Non-US 
shareholders who participate should be 





CAPITAL MARKETS 


A profits tax trap 


By Christopher Marchand in Hongkong 


HE PEOPLE CHEERING the loudest over 
| the Hongkong Government's aboli- 
tion of 1576 interest tax in the 1 March 
budget are individuals and offshore com- 
panies owed debt by Hongkong companies. 
Individuals and offshore companies now 
pay no interest tax on debt instruments. But 
cash rich Hongkong companies will still pay 
profits tax on such income. 

The anomaly of treatment between local 
corporates and individuals/off-shore cor- 
porates suggests that a revitalisation of 
Hongkong's capital markets is unlikely, mer- 
chant bankers say. 

The case for abolishing profits tax on debt 
instruments as a trade-off for m 
domestic capital market in- 
creasingly appears irresistible. 

Indeed, the budget change 
is retrogressive in that Hong- 
kong companies can no longer 
clim a tax credit on with- 
holding tax on interest paid 
to offshore companies. As 
offshore companies no longer 
pay interest tax, their local sub- 
sidiaries cannot claim a tax cre- 
dit. 

Hence the Hongkong com- 
pany's liability for tax is in- 
creased. This issue should be 
thoroughly aired in Legco's 
budget debate. 

From the individual's per- 
spective, abolition of interest tax 
merely removes the anomaly of 
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paying tax on capital market instruments, 
but not on bank saving deposits. The latest 
change will benefit retail-oriented issues 
such as a future instalment of Mass Transit 
Railway (MTR) step-up bonds or Paribas' bull 
and bear bonds. The Mtr’s first seven year 
step-up issue was launched last year on an 
initial 5.75% coupon, which will be stepped- 
up to 1176 by expiry in 1995. 

Hopes to raise HK$500 million (US$64.1 
million) in initial step-up bonds proved un- 
realistic, because interest tax made the 
coupon less attractive when compared to the 
return available on high-yielding foreign cur- 
rency deposits such as Australian dollars. In 
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Hongkong MTR carriage: step-up bonds. 
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aware that share exchange between a for- 
eigner and a sponsoring company is subject 
to a 3076 dividend withholding tax. For their 
part, individual American investors will 
have to pay capital gains tax on transfers. As 
a result, market professionals expect most 
stock swaps with the companies to involve 
pension funds and other tax-exempt institu- 
tions. 

Foreigners can avoid dividend withhold- 
ing tax if they swap shares after the units 
begin trading publicly, though the securities 
may be worthless. Non-US shareholders 
have one advantage over Americans: the 
bond portion of the units accrue interest, and 
the federal government does not withhold 
interest payments to non-US investors who 
have supplied them with a standard Form 


Trading in the unbundled stocks should 
begin on the New York Stock Exchange at 
the end of April, 21 days after the SEC gives e 
blessing to the arrangement. 


the end, the MTR had to settle for a HK$200 
million issue. 

High interest rates make further step-up 
issues “inopportune” at the present time, 
says MTR treasury spokesman Jeffrey 
Cheung. “As corporate investors are the 
bulk of our investors, the 15% interest tax 
abolition makes no significant difference,” 
he adds. 

Wardleys' Nick Whitehouse is more op- 
timistic. “I expect to see more good quality 
debt issues being issued to the man-in-the- 
street. Once you get the investor interested, 
you can do more business. I think this mar- 
ket will improve dramatically,” he says. 

Whitehouse suggests that loan stock, 
high-yield debenture issues or lower-yield 
convertible issues will become more popu- 
lar. Large infrastructural plans would also in- 
vite for debt issues. 

Hutchison International Terminals’ 
building of Terminals six and seven at Kwai 
Chung, for example, may be partly funded 

aa- by paper. 

Whitehouse says there 
could be an upswing in swaps 
of local capital market issues 
with offshore companies to 
generate a tax free return. The 
main problem is that cash rich 
corporates are effectively barred 
by profits tax from the domestic 
capital market. 

“Until China Light can buy 
paper from Hutchison Wham- 
poa you are not going to get the 
development of a wholesale 
market. But we will start to see 
a breakdown of the disinter- 
mediary role, and the issuance 
of corporate debt direct to cor- 
porate investors. It’s happened 
everywhere else in the world,” 
Whitehouse says. D] 
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The Philippines agrees on terms with the IMF which involve new borrowing 





By Rigoberto D. Tiglau in Manila 


NE RAHA iaie daan ranana nananana aias paing aa ireira rr e e 


he Philippine Government has fi- 
nally convinced the International 
Monetary Fund toaccepta new eco- 


nomic plan which the fund is will- 


ing to finance. However, the programme, 
which is the key to a special multilateral aid 
package, will require a substantial increase in 
foreign debt, and hinges on the willingness 
of commercial banks to resume lending to 
Manila. 

After more than five months of talks, 
Manila and an IMF mission on 6 March 
agreed on a three-year economic program- 
me tobe supported by an IMF Extended Fund 
Facilility of 660.6 million Special Drawing 
Rights (SDRs) worth US$858.8 million. In ad- 
dition, the IMF will be setting up a Compen- 
satory and Contingency Financing Facility 
which will allow the country to draw as 
much as SDR 226.3 million in case of major 
changes in world commodity prices. 

As set out in the government's 6 March 
"Memorandum on Economic Policy" (in IMF 
parlance, the “letter of intent") to IMF manag- 
ing director Michel Camdessus, the coun- 
try's real GNP is seen to grow at a steady an- 
nual rate of 6.5% from this year to 1992 — 
actually a modest growth rate that would 
only restore per capita GNP to its 1981 level. 
Inflation will be held to no more than 8%, 
while the current-account def- 
icit will widen to 2.5% (US$1.2 
billion) of GNP through 1990 
and then decline to 2.2% by 
1992. 

President Corazon Aquino 
— who has come out publicly in 
strong support of the program- 
me in anticipation of criticism 
from the senate, which is suspi- 
cious of IMF conditions on its 
loans — has emphasised that 
the plan is a “growth program- 
me” rather than the “austerity” 
blueprint identified with past 
IMF agreements. 

However, while the IMF has 
agreed to Manila’s insistence on 
massive government invest- 
ment (which will increase from 
3.4% of real GNP last year to 
5.8% of GNP by 1992) to under- 
pin a 6.5% growth rate, it will re- 
quire the government to imple- 
ment comprehensive measures 
to strengthen tax collection and 


prt 


Manila tests its cre 


to introduce new taxes, starting next year. 
Tax receipts are targeted to increase from 
11.1% of GNP last year to more than 13% by 
1990. 

To comply with the performance criteria, 
the Finance Department estimates that it will 
have to raise additional revenue of P4.4 bil- 
lion (US$206.1 million) this year and another 
P9 billion next year. Briefing papers submit- 
ted to Aquino indicate that among the mea- 
sures to raise this huge amount would be an 
increase in power rates, while additional 
funds could be made available by deferring 
planned salary increases for government 
employees. 

Monetary policy will also be relatively 
tighter than in 1988, with the expansion rate 
of the broad money supply to be kept within 
16.5% this year and below 15% in the next 
three years, compared with 20% expansion 
last year. 

What Aquino and her chief negotiators — 
Finance Secretary Vicente Jayme and Central 
Bank governor Jose Fernandez — have un- 
derplayed in their comments on the new 
programme is the fact that it is basically a 
debt-driven growth strategy. According to 
the letter of intent, "grossinflows of medium 
and long-term debts are projected to jump 
from US$0.9 billion in 1988 to an average of 
US$1.5 billion in 1989-90." 

The programme would therefore sub- 


Manila's letter of intent goals 
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stantially increase the level of foreign debt 
above the current US$28.5 billion, though as 
a result of economic growth, the ratio of debt 
to GNP is estimated to decrease from 72.2% to 
52.176 by 1992. 

Year-end economic data — particularly 
the narrowing of the current-account deficit 
to US$377 million and a 23.7% rise in exports 
— bolstered the original assumption the 
Philippine negotiators’ made in November 
that 6.5% growth could be achieved despite 
projections of budget deficits averaging 2.8% 
of GNP annually until 1992. 

However, REVIEW sources close to the 
negotiating panel disclosed that the impasse 
over the programme’s growth targets — 


Manila’s insistence on a 6.5% annual rate 


and the IMF's estimate that only 5.5-6% 
growth is manageable — was mainly resol- 
ved when the Philippine negotiators suc- 
ceeded in convincing the IMF that the govern- 
ment would be able to gain a substantially 
larger amount of new foreign loans both 
from commercial banks and official creditors 
to finance spending. 


he breakthrough of sorts in the ne- 

gotiations was achieved in early 

February when Aquino talked with 

IMF Asian department head P, Ner- 
vekar and Philippine mission head Ulrich 
Baumgartner and convinced them that 
official loans to the country 
would substantially increase 
with thelaunching of the Philip- 
pine Assistance Programme 
(PAP). 

This point was stressed in 
the letter of intent which 
pointed out that "the PAP will 
provide the broad framework 
for increased flows from mul- 
tilateral institutions, official and 
private bilateral sources and for- 
eign commercial banks.” 

With a substantial portion of 
official loans needed already 
committed by donor countries, 
new loans that the country will 
be seeking from commercial 
banks will become crucial to the 
new economic programme. 
The commercial bank money 
would be the first since 1985 
when a US$925 million loan 
was made a component of the 
first debt-rescheduling agree- 
ment. Manila is expected to ask 
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— for US$1.6 billion in new loans from the 


banks to cover part of the US$3.1 billion 
financing gap for this year and the next. 

Although the IMF management has for- 
. mally agreed to the new programme, thereis 
. Stilla possibility that the agreement could be 
revoked. The management has told the 
Philippine Government that final approval 
of the credit facility by the IMF executive 
. board will require a commitment from the 
. 12-bank advisory committee, representing 
try's 483 creditor banks, that the 
banks would extend the new funds. 

The US$1.6 billion new bank loan would 
represent a 1076 increase in the banks' 
roughly US$15 billion exposure to the coun- 
try. Foreign bankers in Manila say it would 
be difficult forthe advisory committee to con- 
vince the rest of the 483 banks to raise this 
amount at this time. 

The banks could torpedo the entire IMF 
programme by simply refusing to lend the 
new money, which would bring the IMF and 


Manila baki to the drawing board. The banks 
could also create a Catch-22 situation, as they 
did in the first restructuring negotiations in 
1985, which dragged on when they insisted 
that the IMF should finalise its programme be- 
fore the banks could commit toa new money 
and restructuring agreement. 

In Manila, the linking of the programme 
to trade reforms — as in the past two IMF 
standby facilities — is likely to trigger opposi- 
tion from the senate. The trade reforms actu- 
ally had been conditions for a major World 
Bank loan. As part of the conditions for the 
release of the IMF tranches, the government 
will have to continue its import liberalisation 
programme, with restrictions on 463 items to 
be lifted within the programme period. 

The IMF programme will see an accelera- 
tion in the government's privatisation drive. 
Part of the commitments to the loan facility 
require that by the end of this year, 20% of 
the P78 billion assets to be privatised should 
have been sold, and by the end of 1990, 50% 
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Confusion surrounds US-led aid effort for Philippines 
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greement between Manila and the IMF 

on a set of economic goals for the next 

three years has satisfied one of the 
preconditions for setting up a US-led, US$10 
billion aid package for the Philippines — the 
so-called mini-Marshall plan. But so little 
agreement exists among the main particip- 
ants in such a scheme over its aims and man- 
agement that there seems little chance that it 
will soon be launched. 

The US sees the package — which it has 
tagged the Multilateral Assistance Initiative 
(MAI) — primarily as a way to support reform 
of the Philippine economy. But it has also 
used the promise of massive aid tolure Mani- 
là into adopting a conciliatory position in ne- 
_ gotiations to renew the leases on US military 
bases in the country. Japan, on the other 
hand, is adamantly opposed to linking aid to 
the bases issue, and has pressed for the 
scheme to be managed by the World Bank. 
Meanwhile, in the Philippines there is no 
. consensus as to how the fund — which is 
- called the Philippine Aid Plan (PAP) there — 
. should be used. 

. The goal of the Mai, according to recent 
US explanations, is to provide US$2 billion a 
year to the Philippines for five years. Half of 
the proposed amount would come from bila- 

eral contributions, principally grants, and 
half from private-sector loans. In its foreign- 
aid budget proposal for fiscal 1990 (starting 1 
October 1989), the administration has re- 





quested US$200 million as a contribution to 
the MAI and is proposing legislation to enable 
aid in subsequent years. Other contributors 
are expected to be Japan, West Germany, 
France, Italy, Canada, the World Bank and 
the Asian Development Bank. 

The US raised the idea of a long-term aid 
package with Tokyo more than a year ago. 
Japanese officials say the US basically 
wanted Tokyo to put up the money for a 
mini-Marshall plan, while the US would de- 
cide how to spend it. From the outset, Japan 
has argued that the World Bank and the IMF 
must be involved. The fund, as envisaged, is 
so large, Tokyo says, that the effort has to be 
managed by multilateral institutions. Their 
participation would also dilute the role of the 
US in the programme — and the chance that 
the initiative would become entangled with 
the issue of the US bases. 

In the past nine months, Japan has held 
three meetings with the Philippine Govern- 
ment and three’ with the US. In the last of 
these, in February, officials from all three 
countries took part. In addition there have 
been direct talks between President Bush 
and Philippine President Corazon Aquino 
and between Bush and Japanese Prime 
Minister Noboru Takeshita on the plan. 

Much of the Japanese effort has been 
spent persuading the other two countries to 
accept the World Bank's leadership of the 
MAI. There are signs the Japanese approach is 
gaining ground, and the World Bank will set 
up a consultative-group meeting after the 
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of the assets should be off the government's 
books. 

The governmentis actually under consid- 
erable pressure to finalise the new IMF agree- 
ment, to take the place of the one which — 
ended last April. An agreement with official — 
creditors has also expired. That agreement 
covered the restructuring of loans maturing 
up to September last year, and with Manila’s 
refusal to draw down onitsreservestorepay — 
maturing loans, the country is technicallyin = 
default to creditor countries on loans esti- — 
mated to amount to US$700 million. The cre- _ 
ditor governments have so far refused to 
start talks for a new restructuring agreement -~ 
until Manila finalises a credit facility with the © 
IMF. 

More pressing is the fact that industáal P 
countries have informed thePhilippinesthat ^ 
the finalisation of the PAP, on which the =- 
Aquino government is pinning its hopesfor |. 
an economic recovery, cannot be underta- 
ken without an MF programme in place. & = 









Philippines’ letter of intent with the IMF is | - 
ratified. As 
When Takeshita met Bush in Washing- ^. 
ton in February, they agreed on the need to. 
launch the MAI witha pledgingsessionbythe ^. 
end of 1989. Preparations are likely to begin - 
in earnest perhaps as early as May. Officials 
in the Philippines told the REVIEW that a 
meeting is scheduled that month at which = 
they will explain their economic programme = 
to potential donor countries and describethe | ' 
specific projects Manila would like to see 
funded. Very little has been discussed yet 
about how much aid the Philippines wants. — 
According to Roberto Villanueva, a re ^ 
spected Manila businessleaderappointedby : 
Aquino as chairman of the coordinating — 
council for the PAP, negotiations with donor 
countries are practically on hold until final 
approval ofthe IMF economic programme for 


the country. Pointing up the overall lack of 


agreement on the aid scheme, Villanueva © 
told the REviEw: "We have to clarify that — 
there is no such thing as US$10 billion com- — 
mitment, we're not even aiming for such a 
commitment . . . the US$10 billion figure 
floated around is merely an approximation 
of the US$9.8 billion financing gap until 1992 
[that] the country would have to cover with 
new loans and grants. 

“The PAP doesn't have anything to do 
with these funds to close the financing gap. It 
will be raising new funds for specific pro- — 
jects, projects we intend to focus on poverty — 
alleviation," Villanueva explained. 

But statements by US officials and con- 
gressional leaders at a congressional hearing ` 
on 7 March made it clear that the initial US 
contribution, which is considered "seed 
money" for the multilateral effort, would 
come only after Manila has undertaken de- 
sired economic reforms, and given indica- 
tions of "reasonableness" in the renegotia- 
tion of the US military bases. 2. 
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Labuan’s companies are in need of support 


Industrial castaways 








By Nick Seaward in Labuan 
I abuan is one of the least likely sites for 








a heavy industrial complex. Yet this 

sleepy 92 km? island off the coast of 
the East Malaysian state of Sabah houses the 
only shipbuilding yard of any consequence 
in Southeast Asia and the first plant in the 
world to produce hot briquetted iron (HBI), 
using the direct reduction process. It has also 
made its mark in the regional petrochemical 
markets with substantial production of 
methanol and soon it will be generating 
power for most of neighbouring Sabah. 

This technological prowess comes with a 
hefty price tag, however. The two com- 
panies running these facilities — Sabah Ship- 
yard and Sabah Gas Industries (SGI) — are 
deeply in debt. The federal government 
wants to sell them or even close them down, 
despite the fact that both companies either 
hope to break even or turn in a pre-tax profit 
this year. 

The proposed sell-off has placed the state 
government of Sabah at loggerheads with 
the federal authorities in Kuala Lumpur. The 
Sabahans want the plants to continue — sup- 
ported by Treasury funds if necessary. 
Malaysia's Finance Minister Datuk Paduka 
Daim Zainuddin is determined to claw back 





SGI’s methanol plant: under threat. 


the accumulated losses and associated loans. 
Several foreign companies have expressed 
interest in acquiring SGI but a sale is thought 
unlikely unless the government writes off a 
substantial portion of the debt. 

The next 12 months will determine 
whether Labuan will continue to defy logic 
and grow into a major industrial centre, or 
whether the plants will eventually be dis- 


76 


mantled and the grass allowed to grow back 
again. At stake are billions of Malaysian 
ringgit and the livelihood of some 25% of the 
island's workforce. 

The Sabah government has few guns at 
its disposal. Labuan is now a federal terri- 
tory, ceded to Kuala Lumpur by the Sabah 
state government in 1984. The state govern- 
ment holds only a 2.576 stake in the shipyard 
via the Sabah Foundation, and while it still 
owns the entire M$717 million (US$260.7 
million) paid-up capital of SGI and its sister 
upstream company, Sabah Energy Corp. 
(SEC), itis the federal government which con- 
trols the purse strings via guarantees on 
loans to SGrand SEC totalling M$1.595 billion. 

Most Labuan islanders argue that their is- 
land must continue to be developed because 
of its strategic position close to the oil and gas 
fields of the South China Sea and its deep 
water shipping berths. They are determined 
to keep the complexes going and are con- 
vinced that they would become more viable 
if they received more support from the 
peninsula. 

There is in this view some of the tradi- 
tional East Malaysian distrust of the met- 
ropolitan authority. However, it is a fact that 
the federally owned Heavy Industries Corp. 
of Malaysia set up an HBI plant in competition 


with SGI in Trengganu (albeit unsuccess- 
fully), while the shipyard has only recently 
received its first order from the national ship- 
ping line, Malaysian International Shipping 
Corp. (MISC), after nearly seven years of full- 
scale operations. 

The recent MISC order for two 16,500 dwt 
chemical/palm oil tankers has provided 
Sabah Shipyard with a solid baseload of 
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work. By the second half of last year, the 
yard’s orderbook was bare, except for a 
M$5.5 million oil platform module for Shell 
and a small navigational aid maintenance 
vessel. However, the company is not overly 
grateful — MISC imposed such strict terms 
that the yard expects to lose M$6 million on 
the contract. 

Sabah Shipyard has also been forced to 
guarantee refunding all progress payments 
if it is unable to hand over the ships for any 
reason — even though this was not a condi- 
tion of MISC’s tender. On 6 March, the com- 
pany signed a M$137.7 million bridging loan 
and performance-bond facility agreement 
with state-owned Bank Industri. Bank In- 
dustri also lead managed the US$28.8 million 
refundment guarantee provided by four 
Malaysian banks. 

Other aspects of the MISC order have left 
the yard’s management deeply suspicious of 
the line’s bona fides. Nevertheless, the order 
will enable Sabah Shipyard to re-employ 
about 200 workers it had to lay off last year. 
Executive chairman K. J. Joseph said the 
tankers will be the largest ships ever to be 
built in Malaysia and he hopes that their de- 
livery in the first quarter of 1991 will publicly 
confirm the yard’s capabilities. 


ntil now, the largest ships the yard 
f | has constructed have been three 
8,000-dwt log carriers for the Sabah 
Foundation. Last year it completed a 5,000- 
dwt cement carrier for Pernas — at a heavy 
loss — and itis hoping to win a contract from 
the Malaysian marine department for a 
dredger, using a design bought from Scot- 
land. The Misc ships are to be built to a Japan- 
ese design supplied by Kurushima Doc- 
kyard. 

Despite the fact that Labuan provides the 
Royal Malaysian Navy (RMN) with its only 
facility in the strategic eastern command, 
most major warship repairs are still under- 
taken in the peninsula. The yard is trying to 
convince the RMN to underwrite a substantial 
investment in machine tools which would 
equip the yard to undertake major engine 
overhauls for RMN vessels — but so far with 
scant success. This might change if Labuan is 
chosen as the site for the proposed sub- 
marine base in East Malaysia — the yard has 
a 7,000-tonne Syncrolift that is ideal for sub- 
marine repairs. 

For the time being, however, the yard 
would be hard-pressed to accept any more 
work. Joseph told the REVIEW that it is work- 
ing on a contract for a M$20 million oil plat- 
form module and a M$15 million accommo- 
dation module for the Dulang field for Pet- 
ronas Carigali. It also has work lined up for 
the conversion of an 8,300-dwt logger into a 
cement carrier. 

With these contracts, there is a chance 
that Sabah Shipyard may break even for the 
first time inits existence. In 1987, the yard lost 
about M$28 million and last year the loss 
came to some M$18 million. 


23 MARCH 1989 





About me down is toad Bom the 


shipyard, SGI also nurtures hopes of break- 
ing even this year for the first time. The mas- 
sive plant is forecasting a pre-tax profit of 
M$26.5 million on gross sales of M$533.7 mil- 
lion in 1989. However, after depreciation and 
debt repayment, cash flow willbe negative to 
the extent of M$27 million, excluding open- 
ing cash balances of M$70.3 million. 

The question is whether SGI will be able to 
hang on until May 1992 , when the national 
. Oil company, Petronas’ new methyl tertiary 
butyl ether (MTBE) plant comes on stream in 
Kuantan, creating a market for 110,000 ton- 
nes of methanol a year. SGI sold its entire 
562,600 tonnes of production last year and is 
forecasting sales of 660,000 tonnes in 1989 — 
its present maximum theoretical capacity — 
accounting for 87% of SGI's budgeted net pro- 
fit before interest. 

MTBE sales are expected to increase this 
profit substantially. sGr's engineers told the 
REVIEW that they are also working on ways to 
squeeze extra production out of the West 
German-designed plant. A 276 increase is 
considered feasible without further invest- 
ment, while an investment of about M$60 
million would yield a 1576 increase. 

As negotiations with the federal govern- 
ment at a crucial stage, SGI is downplaying 
the idea of further investment — no matter 
how profitable it might turn out to be. "We 
are able to sustain [production] on our own 
without the government injecting further 
funds," manager Seeto Yee said. 


By 1990, the company is forecasting that 
all three of its divisions — HBI, methanol and 
power generation — will be making net pro- 
fits before interest charges. The power plant 
expects to sell 300.84 gwh, compared with 
177.94 gwh this year, as a result of being con- 
nected to the state electricity grid. The HBI 
plant is expected to produce 540,000 ton- 
nes — up from 532,000 tonnes this year. 
Total profit is put at M$75.6 million before 
tax 


So much for the good news. The accumu- 
lated losses of the whole Sabah gas-utilisa- 
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tion project — which includes Sabah Energy 
Corp. and its 202 km of pipeline — are huge. 
In response to a question in parliament re- 
cently, the finance minister said the deficit 
stood at M$1.02 billion compared to an origi- 
nal investment (in 1985 prices) of M$2.3 bil- 
lion. A substantial portion of this deficit is 
owing to foreign exchange losses, as about 
M$] billion of the M$1.5 billion in associated 
loans was denominated in yen. 

A few days earlier, Daim said that the 
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cabinet had yet to take a decision on SGI's fu- 


ture and that a report by independent con- | E 
sultants was still being studied by the sci `< 


board. The report — by Price Waterhouse — 


is understood to have recommended that the E 


whole of SGI be privatised en bloc, though it E 
did offer three other options involving the 
piecemeal disposal of the company's main 


facilities. Price Waterhouse estimated the — i 


realisable sale value at M$2.6 billion. 

At that price, SGI's managing director, 
Mohamed Yussof Nair told the REVIEW, the 
shareholders would just about recoup the ac- 
cumulated losses and the loans, which are 
now estimated at M$1.8 billion at current ex- 


change rates. Yussof said he no longer be- E 
lieved that the federal government would 
consider closing SGI down if it failed to finda’ => 


buyer — as threatened two years ago by = 
Daim. “Things are looking very good, espe- = 
cially in terms of prices,” Yussof pointedout. 

While the Price Waterhouse reportis very 


encouraging, it is understood that the joint 
federal-Sabah state government task force = 
set up tolook at the whole question of privati- 


sation is still in disagreement. One of the 


problems to be ironed out is the continuity of ` Y 


gas supply from Petronas, which of course is 
under federal government control. The 86 
million standard ft? a day consumed by sctis 


associated gas produced as part of the nor- . & : 
mal oil extraction process. Any buyer of the ^. 
SGI facilities would want a guarantee that gas ^^ 


would continue to be supplied, even in the 
event of a catastrophic fall in the oil price. m 
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It always takes time for anew dined to 5 gett ‘skein seriously by | 
the market but Sabah Shipyard feels it has cove! queis than its ! 


fair share of rebuffs from its own. state Shipp 
Although it is the ony yard in M i 


invited to bid for the pera to build t P vo 
chemical tankers for MISC last year. "They h 
our yard," one employee told the R F 
have to build the ships in two halve 
yard can launch vessels 40% heavier than the M 






; per. ‘the Tipi a at the 
SC tankers. 








After the Treasury intervened to get it onto the list of bidders, 
p Sabah Shipyard found itself with two-and-a-half n d in Hi which | 


. help of Japanese trading house Ni Nissho Iw: Vai, | which ipro wided: lade- 
fe ll i supply U the necessary 


sign from Kurushima Dock ard and A 
materials. | 

Sources said that Sabah Shipyard submitted the lowest price at 
US$18.82 million each, only to be forced to take US$800,000 off its 
price to match that of an unsolicited Japanese bidder. It was also 
forced to give MISC a refundment guarantee on all progress pay- 
ments in the event of alah ae even though it claims this 
was not specified in the tender. - | 

Sabah Shipyard is appealing. to the "Téeniury over the price, on 
. the grounds that MISC will benefit from about M$1 million in 
f freight paidby the bo to iris the shape building materials 














and. engines. and thegov ernment twill benefit from theincome tax. 
Ii this appeal fails, the company expects to lose around M$6 mil: 
lion on the ord | 
_ Privately, Sak 
deliber: tely laid down certain specifications for its next 






tender — 
Shipyard from being awarded the work. 


The Misc tender documents specify a deadweight of 22, 000. 





uilding - tonnes and a breadth of 28.7 m: with some difficulty the yard's 
initially — shiplift could be extended to take the weightbutits widthof28m == 
oil cannot be altered. Sabah Shipyard has obtained a British design > 

for a 1,200-teu ship on a reduced deadweightthatfitsthedimen- — = 


sions of the shiplift, but so far it has notbeen able to persuade MISC os 
tochangeits mind. — — e 
Not surprisingly, MISC denies it is biased against the Labuan E 


yard. As a publicly listed corporation it says it has a duty to its 
shareholders tosecurethelowest possible price for its ships. How-. . 
ever, ^we will always support local yards if possible.” Managing ` 


director Ariffin Alias said it was accepted international practicefor = 


lines to demand a refundment guarantee when cash-progress 
payments had been made. He said that the contract terms for = 
Sabah Shipyard were "more than generous,” allowing for 60% of 


the price to be paid in cash prior to launching. The shipyard was ` 
showing its naivete by complaining, Ariffin added. E! 

As for the containership order, Chew Tin Su, MISC’s director of |. 
liner, said the specifications for the latest tender were governed by . 
the northbound trades out of Australia, where the average weight 


per container is 16-18 tonnes. After bunkers and ships’ stores are 


taken into account, Chew Sd a deadweight of 22,000 tonnes is 
clearly needed. 
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- for. two 1,200-teu containerships — to prevent Sabah | T 


BNickSeaward .— 
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INVISIBLE HAND 


Inflated expectations 


o Singapore and Malaysia repre- 
sent the last of the economic 
havens which have managed to 
i maintain strong growth during 

the past decade while keeping inflation rela- 
tively low? 

All the Asian NICs were once thought to 
be such miracle workers, but now that the 
other NICs seem willing to accept some infla- 
tion for the sake of economic expediency, itis 
only Singapore and to a lesser extent 
Malaysia (whose status as a NIC is debatable 
anyway), which still boast low inflation and 
low interest rates. 

In fact the prime rates in Singapore and 
Malaysia, at 5.5% and 6.75% respectively, 
must place their real rates among the lowest 
in the world. Consumer prices are increasing 
at an annual rate of around 8.5% in Hong- 
kong, 6.8% in South Korea and 4%, in 
Taiwan but only at a rate of 1.5% in Singa- 
pore and 3.5% in Malaysia. 

Although inflation data, which always 
trail reality by at least a few quarters, do not 
indicate it yet, there are reasons to believe 
that both Singapore and Malaysia will go the 
way of their neighbours and face higher in- 
flation soon. 

It may seem surprising that Singapore, 
where public finance is in perpetual surplus 
and whose currency is strengthening, 
should expect inflationary pressures. But 
such pressures in Singapore have always 
come from the costs of wages, consumer 
durables and property rather than prices of 
consumer necessities such as food. 

Singapore's consumer price index (CPI), 
which weights food and other basic neces- 
sities heavily, reflects only the cost of remain- 
ing alive, not the costof the good life to which 
Singapore's middle class aspires. Singapo- 
reans do not spend 2576 of their income on 
food, nor can they get by spending just 16% 
on housing or 19% on transport as the CPrim- 
plies — notin this city where land is rationed 
and new cars are taxed at 175%. 

More accurate, perhaps, is the expatriate 
cost of living index calculated by the Singa- 
pore International Chamber of Commerce. 
This rose by about 876 in 1988. 

This year the government is holding back 
the entry of foreign labour while at the same 
time increasing the levy on those allowed in. 
This will further aggravate an already severe 
labour shortage. 

Singapore's banks, which have main- 
tained a prime rate of 5.576 for more than a 
year, will have to raise the cost of money this 
year. The worldwide increase in commodity 
prices, and perhaps most important, rising 
price levels in other countries, will also con- 
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tribute to inflation in Singapore. Most of the 
island's consumer durable imports come 
from Japan, rather than the US, against 
whose currency the Singapore dollar is 
strengthening most. Inflation is therefore in- 
evitable, but do not expect its real extent to 
show up in Singapore's CPI. 

According to the CPI numbers, Malaysian 
inflation is twice that of Singapore. But try 
telling that to the growing number of Sin- 
gaporeans crossing the Causeway to Johor 
Baru every month — now equivalent to near 
25% of the island state's population — in 
search of cheap food, petrol and entertain- 
ment. But Malaysia, too, has its worries. 

Malaysia's fast depreciating currency 
(about 11.5% against the Singapore dollar 
and about 9% against the US dollar in 1988) 
should guarantee some inflation, given that 
Malaysia imports a range of goods from 
necessities such as rice to practically all con- 
sumer durables. The authorities seem to be 
pushing the ringgit down further to boost ex- 
ports — one reason why the currency con- 
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Singapore financial a 





rea: low inflation. 
tinues to slip despite a surplus in the balance 
of payments and strong economic growth. 

Since many of the commodities exported 
by Malaysia are traded in US dollars, the pro- 
ducers of everything from palm oil to tin are 
going to have more money in their hands in 
terms of the weakening ringgit, which will 
add to the inflationary pressures. 

On the monetary front, the Malaysian au- 
thorities are forcing the banks to keep the lid 
on lending rates to stimulate the economy. 
The prime rate of 6.75% is barely above the 
interbank rate. 

The authorities cannot keep the lid on in- 
terest rates for much longer. It will not be 
long before even exporters who must import 
components and capital goods and who 
have foreign-currency loans to service, start 
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agitating for a stronger ringgit, which by that 
time will only be brought about by higher in- 
terest rates. But whenit gets to that point, the 
inflationary genie might be well and truly out 
of the bottle. B N. Balakrishnan 


As Taiwan's consumer price index 
leaped ahead by 4.0776 in February, giving 
central bankers and other government offi- 
cials the jitters, private economists lapsed 
into a familiar chant: “But of course, real in- 
flation is probably much higher than the 
index shows . . ." 

What is it about the index which is so 
askew thatit leads some to make estimates of 
"real inflation" that are more than double the 
rate revealed by the official statistics? 

To compile the index, Taiwan's Directo- 
rate-General of Budget, Accounting and 
Statistics chooses a basket of 400-500 goods, 
based on current consumer trends, that are 
checked on a regular basis for price changes, 
Weightings are assigned according to spend- 
ing estimates. 

But, researchers regularly point to several 
deficiencies in the existing index. Most 
dramatically, the portion of the index that ac- 
counts for housing, 27.6% of the total by 
weight, includes only rental rates, not hous- 
ing prices — an odd choice for a society 
where most families live in homes they own, 
rather than rent. The impact of the rise of 
property prices, which have doubled and 
even tripled in some places in the past two 
years, is also masked because rental rates lag 
prices. 

Then again, they cannot be lagging as 
much as the index says they are. According 
to Taiwan's price index, rents rose a mere 
2.98% in February over the year before. Any- 
one renting property in Taiwan would find 
this figure preposterous. Private real estate 
analysts’ estimates put rental increases in 
Taiwan cities at anything from 15-30% over 
the past year. 

In addition, 27.6% is probably on the low 
side as an estimate of what proportion of 
families' incomes is spent on housing. More 
realistic would be a figure of 33-3576. 

Others question the method of data col- 
lection, partly because of Taiwan's huge un- 
derground economy which does not figure 
in official statistics. 

On top of all this, the basket of consumer 
goods used to construct the index is changed 
only once every five years. In the period 
since it was last reassembled in 1986, the 
Taiwan consumer economy has undergone 
radical changes — of which the rise in spend- 
ing on housing and services is a major factor. 

E Jonathan Moore 
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RESEARCH AND 





INNOVATION 


Voices from the future 


ntil recently, the nearest most 

people came to verbal communica- 

tion with machines was yelling at 

them for being so stupid. Now, 
however, the flow is becoming more two- 
way as machines learn to recognise what we 
say to them. 

A good indicator of the way that voice- 
recognition technology is moving is an edu- 
cational toy called Voyager, introduced in 
the US late last year by microchip maker 
Texas Instruments. Consisting of a headset 
with built-in microphone and a choice of 
game cartridges, Voyager uses a voice syn- 
| thesiser to ask children questions and a 
voice-recognition microchip to register their 
responses. 

The words that its microphone picks up 
are digitised, then fed to decision-making 
software for determination. Although Voy- 
ager can only recognise four words — yes, 
no, true and false — the remarkable thing 
about the toy is how much mileage it man- 
ages to get out of such a limited vocabulary. 
Each of the five cartridges available contains 
six games. 

Equally remarkable is the fact that Texas 
Instruments is selling the chip that does the 
recognising for under US$4. There are sev- 
eral voice recognisers already on the market, 
but they typically sell for hundreds of dollars 
or more. Thenew chip'slow price throws the 
door open for any number of simple applica- 
tions (like, "Lights, out!" or, “Radio, on!”). 

Historically, the goal of voice-recognition 
systems has been to perform rather more 
complex tasks. The initial application for the 
technology was in fighter aircraft. Jet pilots 
now use spoken commands to navigate, 
check radar and change radio frequencies, 
which leaves their hands free to fly the plane. 

General purpose systems for use in of- 
fices and factories and costing less than 
US$10,000 are also beginning to appear. One 
such system, developed by the British com- 
pany Marconi, is used by handlers at Lon- 
don's Heathrow airport to sort baggage by 
flight and destination. 

Not surprisingly, given the nature of their 
business, telephone companies have been 
particularly active in developing voice-recog- 
nition systems. Introduced back in 1981, 
Nippon Telegraph & Telephone's ANSER 
service now responds to hundreds of 
thousands of inquiries a day, dispensing in- 
formation on bank account balances mainly; 
latterly, also share prices quoted on the 
Tokyo Stock Exchange. 

Elsewhere, subscribers can call in to ask 
for weather forecasts, train times and even 
racing results. A problem with such services 


23 MARCH 1989 


thus far has been poor signal quality on the 
line and high levels of background noise. 
Both should improve dramatically over the 
next few years as the world's telephone ex- 
changes convert to digital systems. 


Voice recognition also has useful applica- - 


tions before you even pick up the handset. 
You can already tell some phones who to 
call, based on the list of names they have 
stored in their memories. For the past couple 
of years, British Telecom has been selling a 
verbal dialler for use with car phones. 

But the most keenly anticipated applica- 
tion (and potentially the largest market) of all 
is the voice-activated typewriter, or voice- 
writer rather, since it will eliminate the need 
to type. The acknowledged leader in this as- 
pect of research is IBM, which reportedly has 
a system almost ready for commercial use. 

Dubbed Tangora (a whimsical reference, 
apparently, to one Albert Tangora, said to be 
the world's fastest typist) the voicewriter has 
a vocabulary of 20,000 words. That should be 
enough, IBM researchers reckon, for the sys- 
tem to be able to understand 98% of the 
things that people tell it. 

A problem is that Tangora will only work 
for a speaker whose voice it has been trained 
to recognise. Speaker dependence stems 





Educational toy: two-way chat. 


from the tremendous variance in the way 
people talk. 

The best that today's speaker indepen- 
dent demonstration systems can manage is 
around 2,000 words. The Texas Instruments’ 
toy, Voyager, gets away with being speaker 
independent because it knows only four 
words. Those are the result of sifting com- 
mon vocal denominators from recordings 
of dozens of children's voices. Even then, 
Voyager's accuracy of recognition is only 
90%. 

A prototype version of Tangora demons- 
trated in 1984 needed a mainframe computer 
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to work. Two years later, thanks largely to 
dramatic advances in chips called digital-sig- 
nal processors, IBM had managed to boil the 
system down sufficiently for it run on a per- 
sonal computer. But further improvements 
in processing power are necessary if the 
voicewriter is to be able to handle connected 
speech — that is, the way we speak natur- 
ally, without pauses between words. 

Better software will also be required. 
Thus far, most voice recognition has been 
based on statistical methods — looking at the 
probability that one sound will be followed 
by another. The limitation of this method is 
that there is nothing to stop it coming up 
with utter gibberish. 

A more sophisticated approach is to em- 
ploy linguistical analysis techniques. These, 
however, take time to perform and still do 
not necessarily come up with the correct 
answer. 

Research on voice recognition is particu- 
larly active in Japan. It is driven by the diffi- 
culty of squeezing 2,000-odd characters-plus 
onto a qwerty-style keyboard (see next 
week's RESEARCH AND INNOVATION). Voice- 
recognition systems are also required if the 
Japanese dream of a telephone capable of 
translating conversations is ever to become a 
reality. 

Last month, a group of researchers at the 
consumer electric giant Matsushita an- 
nounced that it had taken a step towards 
building a practical system, based on 
software developed at Carnegie-Mellon 
University in the US. The system recognises 
Japanese speech, analyses its meaning, 
translates it into English, then outputs — via 
a synthesiser — English speech. 

Although speaker independent, Mat- 
sushita's translator has a vocabulary of only 
50 words. The system currently needs a 
work station (a small but powerful compu- 
ter) to run. The company's target is to reduce 
the system to suitcase size in two years, and 
notebook size in four years. 

By then, it is a pretty safe bet that there 
will be plenty of other, much simpler voice- 
recognition systems on the market. The Mas- 
sachussetts Institute of Technology's Media 
Lab has already demonstrated a very useful 
application called the Conversational Desk- 
top, which, though it recognises only 150 
words, can emulate many of the functions of 
a secretary. 

Trying to imitate how the human ear 
works and the brain and ears connect using 
technological brute force is all very well. But 
it will take time — after all, it took Mother Na- 
ture quite a bit of trial and error to get the 
bugs out of our system. m Bob Johnstone 
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. cial strength, Asian banks have displaced all but a handful of 
giant California institutions as the dominant money lenders of 
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For Asian bankers, California has taken on the characteristics 


of Eden. Driven by a sense of opportunity and superior finan- 


. the Golden State. Over the past five years, the number of banks 
either owned by — or catering to — the Asian community has 


exploded. - 
No section of the US$300 billion assets nakati is untouched; 


. representatives of the top Japanese banks are battling it out 


against Bank of America forcorporate financing deals, whileat the 


opposite end of the spectrum, a host of small Chinese-owned len- 


_ ders are in. hot «iine to offer mortgages tonew arrivals from 


Hongkong. - z 
Whatis going on has signficance beyond California. By estab- oo 
lishing a strong foothold in the state, the Japanese money centre — 
banks have got a leg up on their competition when American in- 
terstate banking becomes a reality in 1991. Further, the prolifera- 
tion of modest-sized banks catering to Asian tastes and practices 
has also brought change; all manner of US lenders — from giants 
like Security Pacific to the smallest thrifts — have woken up to the 

potentie of this steadily saving, increasingly affluent community. 
| a Jonathan Friedland 








BANKING 1 


Affluent Astan communities attract state’s top lenders 


N OW the China card 


arp don't float lazily in many Ameri- 

can bank lobbies. But over the past 

couple of years, languid golden fish 
have begun appearing in California banks. 
So too have lucky red coloured passbooks 
and kumquat trees. All are tell-tale signs of 
major changes afoot in the state's rapidly ex- 
panding ethnic Chinese banking market. 

A steady influx of arrivals — both of cash 
and of ever more affluent people — from 
Hongkong, Taiwan, China and Southeast 
Asia has caused an explosion in what until 
five years ago had been a modest, somewhat 
sleepy niche market, says Bank of Ame- 
rica vice-president Elizabeth Hammond. 

Ethnic Chinese deposits in 
California banks have grown from 
less than US$2 billion in 1984 to over 
US$5 billion today, according to in- 
dustry estimates. The rise in competi- 
tion has been equally formidable. In 
the heart of San Francisco's China- 
town, for instance, there are now 
18 banks and savings and loan in- 
stitutions catering to the local com- 
munity. 

Similarly, in solidly middle class 
Asian suburbs like Mountain View 
near San Jose and Monterey Park 
near Los Angeles, institutions like 
Cathay Bank and Sincere Savings and 
Loan are vying for business. The 
major California banks, particularly 
Bank of America (BOA) and Security 
Pacific National Bank, are homing in 
as well, taking advantage of the mar- 
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ket's increasingly attractive demographics. 

For Chinese customers new and old, the 
upshot of this has been better service. United 
Savings Bank (USB), the largest thrift catering 
to the Chinese market, keeps many of its 
branches open seven days a week and has 
tailored everything from its deposit slips to 
its branch architecture to Chinese clients. 
"We want people to feel like they are in 
their banks in Hongkong or Taipei," says 
USB chief administrative officer Sau-Wing 
Lam. 

Forthe competitors themselves, times are 
also good — for now. Los Angeles-based 
General Bank, which caters largely to the 
Taiwan community, posted the best return 
on equity of any bank in the state in 1988, an 


Chinese market 


SE 


Standard Savings 


Bank of Trade 
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astounding 30%. Among Californian thrifts 
the San Francisco-based USB, performed 
well last year, recording a 21% increase in net 
income. 

Despite the potential for growth — 
California's Asian population, now about2.6 
million, is expected to climb to 3.4 million in 
1995 — bankers say that the proliferation of 
competitors and rising short-term rates adds 
up to thinning margins. Servicing the 
Chinese market "is getting very tough," says 
Far East National Bank chairman Henry 
Hwang. 

The market has already undergone sub- 
stantial consolidation. First Pacific Co. step- 
ped in to revive USB from virtual bankruptcy. 
Golden Coin Savings and Loan of San Fran- 
cisco last year came under federal supervi- 
sion. Since 1986, Security Pacific National 
Bank has strengthened its niche presence by 
picking up a pair of sluggish locally owned 
Chinese banks. 

Despite potential overcrowding, more 
are entering the fray all the time. Taiwan's 
Bank of Communications plans to open a 
branch in San Jose in April. California bank- 
ing officials say they expect other Tai- 
wan banks, as well as Singaporean 
and Hongkong institutions, to follow 
suit. 

Currently, there are three tiers of 
banks and thrifts servicing the ethnic 
Chinese market. There are the big in- 
stitutions like Security Pacific that 
have devoted specific units or sub- 
sidiaries to the niche trade. There are 
community-based competitors, like. 
Cathay and General that are often 
owned by, or are indirectly tied to, fi- 
nancial institutions in Asia. And then 
there are the agencies and representa- 
tive offices of established Asian in- 
stitutions like the Hongkong and 
Shanghai Banking Corp. and 
Bangkok Bank. 

The biggest player in ethnic 
Chinese banking here is California's 
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giant BOA. With a 20-branch presence in the 
state's six key Asian markets, BOA com- 
mands over US$1 billion in ethnic Chinese 
deposits and is deliberately targeting strong 
future growth. Struggling to catch up is Los 
Angeles-based Security Pacific whose sepa- 
rately chartered subsidiary Asian Bank was 
knitted together out of three different institu- 
tions last year. Both these banks are catering 
mainly to the Chinese middle market and, 
increasingly, to high net worth immigrants. 
"We have an advantage over the smaller 
institutions in two ways," says Conrad 
Peterson, president of the US$375 million as- 
sets Security Pacific Asian Bank. "We have 
an expanded set of products and services av- 
ailable through our affiliation with Security 
Pacific and we have bigger lending limits." 
BOA officials also cite their institution's 
size, its range of services and its strong pre- 
sence in Asia as comparative advantages 
over the smaller Chinese banks. "As the 
small business market grows, people are 
turning to banks with a strong trade finance 
capability," says BOA's Hammond. An addi- 
tional strength of the Califomia money- 
centre banks is their presence in the Pacific 
northwest and Canada, areas attracting ever 
greater numbers of Chinese immigrants. 


lack in scope, they make up in per- 

sonalised service and in old country 
connections. Strong among the old, estab- 
lished Chinese American community — 
which dates from the Gold Rush days — as 
well as among blue-collar recent arrivals, 
these banks and savings and loan institu- 
tions concentrate on house mortgages, and 
personal and small business loans. All of 
these lenders, save the thrifts, claim a grow- 
ing trade finance capability. 

Certain institutions are also identified 
with specific groups of Chinese. General 
Bank and the San Francisco-based Bank of 
Canton, for instance, do business almost 
exclusively with Taiwanese. General, which 
was ranked 28th in net income last year de- 


T he smaller banks claim that what they 


California's top banks 


3 m Bank of Coma. 
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spite being 51st in asset size among Califor- 
nia banks, has flourished on growing US- 
Taiwan trade links. The secretive Bank of 
Canton, which had US$907 million in assets 
as of lastSeptember (up four-fold since 1982), 
appears tooperate largely as a U5 managerof 
a portion of Taiwan's vast foreign exchange 
reserves and as a US agent for the country's 
four provincial banks. Bank of Canton's 
chairman Chia Hsinpao is a close associate of 
Taiwan Premier Yu Kuo-hwa. 

USB and Cathay Bank, on the other hand, 
cater mainly to the Cantonese-speaking 
community. The US$1 billion assets USB is 
owned by the the same group whose First 
Pacific Bank recently acquired IBI Asia, par- 
ent of Hongkong retailer Far East Bank. Ac- 
cording to Lam, the US$441 million assets 
Cathay Bank also has strong connections to 
Hongkong. Known asa well-managed, trad- 
itionally profitable lender, its owners used to 


have a stake in Dao Heng Bank. 


The Los Angeles-based Bank of Trade, 
acquired in 1984 by Indonesian banker 
Mochtar Riady, is targeting yet another sub- 
market — the Vietnamese Chinese in San 
Jose and the Westminster area of Los 
Angeles. The Riady family, which also has a 
major stake in Jakarta’s Bank Central Asia, 
the Hongkong Chinese Bank and Macau’s 
Sang Heng Bank, see strong future potential 
in this still largely poor but hard working 
community. 

Agencies and branches of major Asian in- 
stitutions have done less to build a local loan 
and deposit base, but they too are beginning 
to catch on that there is big money to be 
made. Now acting mainly as conduits for 
capital leaving Asia for the US and as issuers 
of letters of credit, most want badly to follow 
their customers to their new communities. 

With interstate banking applications to be 
entertained anew in 1991, most of these in- 
stitutions plan to expand to other American 
cities with large Chinese populations. At the 
top of everyone's list is New York, where a 
handful of locally owned banks already 
dominate the Chinatown market. n 
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Japanese establish 
West Coast foothold 


A golden 
opportunity 


or clear evidence of the shifting ba- 
F lance of power in global banking, take 

a walk through the shopping districts 
of California's commuter towns. 

For over a decade, a formidable array of 
Japanese banks have peppered central Los 
Angeles and San Francisco. But now, in 
affluent suburbs ranging from Mill Valley in 
the north to Newport Beach in the south, 
familiar Japanese names like Sanwa and 
Sumitomo have joined local stalwarts Bank 
of America and Wells Fargo to compete for 
bread and butter high street business. 

Five of the 10 largest banks in California, 
commanding 25.676 of outstanding assets, 
are now Japanese owned. Through the ag- 
gressive purchase of vulnerable institutions, 
selective capital infusions, rigorous cost cut- 
ting and what appears to be a patient, long- 
term approach to bolstering the bottom line, 
Japanese city banks have quietly muscled in 
on the profitable turf long held by a trio of 
locally based banks. 

In doing so, these Japanese institutions 
have established a competitive advantage 
over New York-based giants such as 
Citibank and Chase Manhattan Bank which 
have been prevented by the US federal gov- 
ernment from entering the lucrative US$300 
billion-asset Golden State market until 1991. 

“The Japanese have now become very sub- 
stantial playersin the California market," says 
Duane Hansen, managing director of Arthur 
Anderson & Co.’s financial services group. 

While a number of Japanese banks have 











_ had branches or agencies in California since 


the 1950s, it is only since 1984 that their pre- 
sence has become ubiquitous. A combina- 
tion of the rising yen and huge domestically 
generated profits enabled Bank of Tokyo, 
Mitsubishi Bank, Sanwa Bank, Sumitomo 
Bank and a host of smaller institutions to 
snap up middle-tier California banks. 

These US$1-5 billion asset lenders, many 
of which were then owned by a first wave of 
foreign invaders — British clearing banks 
who eagerly entered the market in the 1970s 
only to find it too expensive — were too 
poorly capitalised (and in some cases too 
poorly performing to face the long haul 
towards interstate banking. For the most 
part, they welcomed the Japanese, particu- 
larly as the Tokyo-based banks were often 
willing to pay substantially above book value 
to secure a foothold in California. 

The Japanese purchasers were attractive 
for other reasons as well. The new owners 


. haveaimed to build on the existing strengths 


of institutions, cautiously bolstering their in- 
ternational presence rather than radically re- 
directing them towards Pacific Rim business. 


urther, the Japanese executive pre- 
sence at the California banks has been 


held to a minimum. At the US$4.8 bil- 
lion-asset Bank of California, for instance, 
only two of the top eight officers are from 
parent Mitsubishi Bank. Some, like Bank of 
California and the Bank of Tokyo-owned 
Union Bank, go to great lengths to highlight 
their Californian roots. 

"We manage this as an American bank," 
says Union Bank president and chief execu- 
tive officer Seishichi Itoh, a Bank of Tokyo 
veteran. "Ninety-nine per cent of our em- 
ployees are American and most of our cus- 
tomers are American." 

The most recent official survey of the Ja- 
panese banking presence, published last Oc- 
tober by the Federal Reserve Bank of San 
Francisco, says that in December 1987 nine 
California banks with combined assets of 
over US$25 billion were subsidiaries of Ja- 
panese-owned banks. In addition, 24 agen- 


cies, with assets of US$48 7 billion, and two 


foreign branches of Japanese banks, with as- 
sets of US$2.2 billion, were operating in 
California. Total assets climbed a further 
US$8.7 billion in November when Bank of 
Tokyo completed its 76.7% acquisition of 
Union for US$750 million. 

Overall, the Japanese banks are still 
dwarfed by California's big three: Bank of 
America (US$81.9 billion assets), Security 
Pacific National Bank (US$47.3 billion), and 
Wells Fargo Bank (US$42 billion). Nonethe- 
less, officials at those institutions acknow- 
ledge that the Japanese are tenacious local 
competitors, particularly in middle-market 
business lending. 

"The Japanese-owned banks, once they 
get over digestion problems, are doing a real 
good job out there," says one seniorbig three 
banker. The competition, he added, is stress- 








ing personalised service with business 


clients, often forgoing a bit of margin for 
long-term market share. 

According to San Francisco Fed econom- 
ist Gary Zimmerman, this play to traditional 
strengths is clearly discernible in the make- 
up of Japanese-owned banks' portfolios. At 
the end of 1987, he points out, business loans 
made up close to 30% of Japanese banks’ 
asset portfolios in California, compared to 
19.5% for domestically owned banks. 

Unlike many California banks, in particu- 
lar the thrifts, most Japanese lenders appear 
to have steered clear of the riskier types of 
real-estate lending. They have also avoided 
— unlike their parent institutions back in 
Japan — getting deeply involved in risky 
leveraged corporate buy-out lending. 

The caution, in some cases, is borne from 
the experience of picking up institutions 
laden with problem loans. "We are very 
much aware of credit quality risks," says 
Junji Hatano, chief operating officer of Bank 
of California, which as of last September was 
showing a negative return on average equity 
of 31.2975 as a result of writedowns on Third 
World loans. | 

Having strengthened their middle-mar- 
ket foothold, a number of the Japanese banks 
are venturing more into consumer lending. 

The California retail market is strong and 
growing, providing a “ready source of lower- 
cost household deposits and astrong demand 
for retail loans,” according to Zimmerman. 






While retail loans at Japanese-owned 
banks last year made up less than 20% of 
their portfolios, compared to an average of 
nearly 28% for domestic banks, Zimmerman 
says the portfolio differences are narrow- 
ing. 

A number of the Japanese lenders, par- 
ticularly those who have folded existing 
agencies into local acquisitions, also "have an 
edge in trade-related business," notes Dan 
Williams, an analyst at brokers Sutro and Co. 
Union Bank, for instance, claims to do busi- 
ness with 8076 of the Japanese firms operat- 
ing in California, while Bank of California, 
despite its relatively modest size, is among 
the top correspondent banks on the Pacific 
Rim. 

But the cost of building infrastructure and 
carving out a market niche shows up in per- 
formance. As a group, Japanese banks can- 
not boast substantial returns. Except for 
Bank of California, which took a hammering 
on its loan portfolio, the average return on 
assets and equity for Sumitomo, Sanwa, 
California First Bank (which now comes 
under the Union Bank marquee) and Union 
is just below the already mediocre level 
posted by the top tier of California banks 
over the past three years. Overall industry 
averages have been pulled down by the lag- 
gard performance of the recently revived 
Bank of America and by the imperatives of 
heightened competition. 
8i Jonathan Friedland 





COMMODITIES 


Peking acts to stabilise the domestic silk market 


In a spin 


fter a year of chaotic speculation, 
A enormous global demand, and 

dramatic price rises, a series of tough 
administrative restrictions has signalled Pe- 
king’s determination to restore order to the 
international and domestic markets in silk. 

China dominates the international silk 
market, accounting for 60% of the world’s 
raw silk output and 90% of the world’s silk 
exports. But last year, buying and sub- 
sequent exporting by small-time Chinese 
speculators caused domestic shortages that 
led to Shanghai's silk mills having to import 
cocoons for their raw material supplies. 

The price of China’s raw silk exports rose 
by 50-60% last year, with unusually strong 
demand coming from Hongkong, Japan and 
South Korea. China adjusted its official price 
for raw silk exports five times, from US$30 a 
kg in April to the current US$47 a kg. 

Since Peking's introduction of tough ad- 
ministrative measures in September 1988, 
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the market has steadied — though panic 
buying is still possible once the procurement 
begins this spring. The reforms, by the State 
Council, restored the monopoly of China 
National Silk Import and Export Corp. 
(China Silk) to handle domestic procurement 
and export of silk. A 80-100% export tax was 
slapped on silk products which will be re- 
bated only to China Silk. In a highly publi- 
cised move, the State Council also punished 
officials of counties along the border of 
Hubei, Anhui and Jaingsu, for speculating in 
silkworm cocoons. 

Hardest hit by the new export rule will be 
Hongkong’s small-time traders, who have 
been buying from non-China Silk suppliers. 
China Silk’s sole agent in Hongkong is China 
Resources which has 19 local sub-agents. _ 

This year, industry sources estimate that 
output of China’s silkworm cocoons will 
grow by 5-6% and that prices will rise by a 
modest 10% in 1989 if Peking can control 
domestic speculation. Sun Yongxin, a man- 
ager at China Silk, says China is committ- 









China's silk indust 


ed to stabilising silk prices this year. 

In February this year, China raised prices 
of its silk fabric exports by 5-15%, and those 
of raw silk are expected to rise by a similar 
margin soon. Prices fetched at April's Can- 
ton Trade Fair will be the benchmark for the 
rest of the year, industry sources said. Mean- 
while, spot Yokohama silk prices have eased 
from ¥ 15,490 (US$119.70) a kg on 1 Sep- 
tember 1988 to Y 14,110 on 6 March. 

In the short to medium term, China's silk 
exports will remain tight. This is because of 
the huge increase in China's domestic silk 
processing industry on the one hand, and 
the decline in silk cocoon production that has 
only recently been stemmed on the other. 

Domestic silk processing capacity has 
mushroomed in the past few years, creating 
enormous domestic demand for a commod- 
ity which, until recently, was predominantly 
produced for export. Rural industries in 
Jiangsu and Zhejiang, for example, have in- 
creased their output of silk products by a 
staggering 800% and 400% respectively be- 
tween 1980 and 1987. 

The two provinces account for half 
China’s cocoon output, and used to supply 
Shanghai's silk factories. They are supplying 
less each year — in the first half of last year, 
Shanghai's silk factories were supposed to 
receive 2,000 tonnes of raw silk from various 
provinces: they ended up with 40 tonnes. 

Silk cocoon output has not kept up with 
the increase in processing capacity. Acreage 
of mulberry farms has fallen from 6.20 mil- 
lion mu in 1985 (1 mu equals 0.066 ha) to 5.07 
million mu in 1987. The cut has been most 
substantial in the traditional silk-producing 
provinces of Hebei, Guangdong, Sichuan 
and Shaanxi, as farmers have switched to 
more profitable occupations. But as prices 
rose last year, output of silkworm cocoons 
staged a 976 increase to 440,000 tonnes. 

On top of surging domestic demand 
and slowly recovering production, ex- 
ternal demand for China's silk also boom- 
ed last year. In the first nine months of 
1988, China's exports of filature silk grew 
by 11.89% to 6,577 tonnes worth US$200 
million, and exports of silk products (main- 
ly silk fabrics and satin) rose 55.2876 to 
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150.62 million m worth US$472 million. 

Japan bought heavily last year to rebuild 
stocks depleted by a year of reduced pur- 
chases. In the first nine months of 1988, it im- 
ported US$156 million worth of silk and silk 
products from China, compared with just 
US$61 million in 1987. 

South Korea mainly imports filature silk 
via Hongkong for fabric and garment pro- 
duction catering to the Japanese market. In 
the first 11 months of 1988, Hongkong re-ex- 
ported US$83.8 million of silk products to 
south Korea, compared with US$68 million 
for the whole of 1987. 

Hongkong is the biggest importer of 
Chinese silk. In the first 11 months of 1988, it 
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o US$. 062 billion of silk from China, 
compared with US$608 million for the same 
period a year earlier. The territory also re-ex- 
ported over US$2 billion worth of silk last 
year — double the volume handled in 1987. 

Ironically, export demand was boosted 
by China’s silk factories which were forced, 
for the first time, toimport silkworm cocoons 
from Hongkong. In the first 11 months last 
year, Hongkong re-exported to China 2,977 
tonnes of silkworm cocoons believed to have 
originated from the Soviet Union and China. 

Given the imbalances between supply 
and demand it is not surprising that China’s 
small-time speculators constantly disrupted 
the market and bid up prices. These aggres- 
sive salesmen travelled to silk-producing 
provinces in eastern and central China, and 
paid farmers up to Rmb 650 (US$174.60) per 
50 kg of silkworm cocoons — nearly double 
the Rmb 350-400 state procurement price 
prevailing last autumn. 

The silk was then exported to Hongkong 
via the special economic zones in southern 
China, where the speculators could reap 
high foreign-exchange returns. 

Since China opened up the agricultural 
commodity market in 1984, cash crops have 
been subject to wide price fluctuations and 
speculation (REVIEW, 3 Nov. '88). But of all 
the trade wars over these commodities, last 
year's silkworm cocoon war was the worst. It 
strained official-farmer relations, and led to 
occasional violence. a 





TELECOMMUNICATIONS 


Relief is on its wav for Thailand’s harassed phone users 
A) / 


lai ah by numbers 


fter years of bureacratic vacillation, 

Thailand is finally stepping up efforts 

to modernise its overloaded tele- 
phone network. Prompted by growing con- 
cern that the country's dismal telecommuni- 
cations services might deter foreign investors 
and under mounting pressure from irate cus- 
tomers, the Telephone Organisation of Thai- 
land (TOT) and the government bureaucracy 
have unveiled plans for the rapid expansion 
of telephone services. 

At the same time, telephone companies 
and government agencies are studying the 
introduction of peripheral services — so-call- 
ed value-added services like high-speed data 
transmission, videotext and card phones. In 
many cases, private companies are being 
licensed to provide them. 

In a few years, the Bangkok area is likely 
to have a complete range of modern telecom- 
munications services which should be com- 
patible with the integrated systems digital 
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networks (ISDN) now being pioneered in 
more advanced countries. According to in- 
dustry specialists, the digital, fibre optic sys- 
tems now being installed could enable Thai- 
land to establish itself as an international 
communications centre. 

But Bangkok's ambitious plans, includ- 
ing a much-touted proposal for a data-pro- 
cessing zone (REVIEW, 5 Jan.), are still dogged 
by uncertainties. Both the Communications 
Authority of Thailand (CAT) and TOT are in- 
stalling modern digital equipment. But their 
efforts are being hampered by a lack of deter- 
mined coordination. 

"There is a serious desire to get telecom- 
munications right here," says the Bangkok 
representative of a European telecommuni- 
cations equipment firm. "But major deci- 
sions must be made this year." 

The absence of a master plan, means that 
TOT and CAT compete with each other as 
much as they cooperate. TOT controls the 
domestic telephone service, while CAT is re- 
sponsible for international calls, and domes- 
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tic and international telex services. 

Both organisations, however, 
compete fiercely over new services, 
like cellular telephones systems or 
data communications. Meanwhile, 
the controlling body, the Ministry of 
Transport and Communications 
(MTC), is under political pressure to let 
the two do what they want. 

Both CATand TOT havestrong mili- 
tary links and can call on the support 
of their well-organised workforces. 
MIC is also under pressure from sev- 
eral high-powered and politically 
well-connected groups to grant li- 
cences to the lucrative value-added 
services. 

The biggest challenge confronting 
Thailand's telephone service is sim- 
ply keeping up with the demand for 
phone lines. In February, a high-level 
government committee, set up to review in- 
frastructure bottlenecks, expanded TOT's al- 
ready ambitious plans. Its original target of 
679,000 more circuits (exchange switches) by 
the end of 1991 was increased by 200,000. 
When these are in place, Thailand's tele- 
phone capacity will have been doubled to 
about 2.27 million circuits since the end of 
1986. TOT's goal for 1996 is 4 million circuits. 

TOT's services have expanded rapidly 
over the past few years. Since 1984, line capa- 
city has increased by an average of 26% a 
year. The number of connected subscribers 
has risen by 18% year. 

But bureacratic infighting, lax company 
management, and a stifling funding process 
have left TOT's plans two years behind 
schedule. The number of circuits in place is 
close to the authority's target of 1.4 million, 
but there are only sufficient connecting ca- 
bles for 1 million subscribers. As a result, 
Thailand has one of the region's lowest tele- 
phones-to-population ratios — about 1.8 sets 
per 100 people. 

TOT has also been a victim of bad planning 
and budgeting rules that have slowed pro- 
ject disbursements. In the early 1980s, short- 
term planning left it unable to meet the de- 
mand created by the country's recent rapid 
economic growth. Meanwhile, TOT, which is 
heavily dependent on foreign borrowings 
for development projects, has had to wait for 
each year's foreign-loan commitments be- 
fore granting contracts to suppliers. 

The limits on foreign borrowings will 
make the financing of the TOT's 200,000 extra 
lines difficult. The government, however, is 
strongly committed to the goal, and various 
sources of finance, including leasing and 
domestic loans, are under consideration for 
the Baht 4 billion (US$157.5 million) pro- 
gramme. TOT is also under pressure to sell 
some of its shares on the market — a mea- 
sure which would both raise funds and help 
boost local capital markets. But TOT's Thai 
army overseers are resisting the move. 

For the next 18 months telephone com- 
munications, especially in Bangkok, will re- 
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main a headache, as the rate of increase in de- 
mand shows no sign of falling off. Both TOT 
and CAT are putting more emphasis on the 
rapid expansion of cellular or mobile phone 
systems in a bid to alleviate the problem. 

Despite costing US$3-4,000, mobile 
phones have taken some of the pressure off 
the overloaded domestic network. Since 
1986, both CAT and TOT have been licensing 
foreign firms to promote and sell such 
phones. But these services remain confined 
to the greater Bangkok region, the northern 
coast of the Gulf of Thailand, and more re- 
cently Chiang Mai. 


oversold and their level of congestion 

is fast approaching that of the basic 
services. Currently, TOT has more than 
13,000 subscribers to the cellular servive in 
the Bangkok area, and has plans to add 
another 14,000 in the capital and other cities 
and along major transport routes by next 
year. Meanwhile, CAT has a Baht 1 billion 
programme to add 30,000 numbers to its 
existing 9,000 by 1991. 

Critics say that the two companies have 
put too much emphasis on the expansion of 
their cellular networks because of the high- 
er returns, and neglected the develop- 


T he cellular networks have now been 
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TOT engineer: bad planning. 












Sources: Telephone Organisation of Thailand, 
Industry and government estimates 
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ment of basic telephone services. 

The other main bottleneck has 
been in international communica- 
tions. According to CAT vice-presi- 
dent Somlak Sachjapinan, inter- 
national calls increased 50% in 1988 
and are expected to rise by the 
same rate this year. Somlak says that 
most of the problems experienced 
when calling overseas are caused by 
local congestion in the cellular and 
TOT networks. But he admits that CAT 
is some four to six months behind 
traffic growth with its expansion 
plans. 

By the end of this year, CAT will 
double the number of existing inter- 
national circuits to 2,000. It is also 
planning a new Baht 1 billion inter- 
national exchange in Nonthaburi, 
north of Bangkok, which will add 
another 3,000 circuits. 

Apart from basic services, CAT, TOT and 
several private companies are competing to 
develop data communications. Already both 
TOT and CAT have lines which can handle 64 
kilobits of information a second. But quality 
is poor and the number of TOT lines is far too 
few. In most cases, TOT's lines can only 
handle 4.2 kilobits a second with reasonable 
reliability. 

By the middle ofthis year, CATis planning 
a new service, the Packet Switching Public 
Data Network, which can carry 64 kilobits a 
second with specially leased circuits from 
TOT. Initially, the service will be for domestic 
communications, with banks and other such 
institutions being the target customers. 

Two private companies, Samart Com- 
munications and Compunet, have also been 
granted licences to provide domestic data 
communications. Both have targeted in- 
house communications for companies, like 
banks, which need intermittent transmis- 
sion for automatic teller machines between 
Bangkok and the provinces. 

Both Tot’s and CAT's development pro- 
grammes indicate that Thailand should have 
little problem with high-speed data trans- 
missions, domestically and internationally, 
by 1991. The digital equipment now being in- 
stalledis also adaptable to ISDN technologies. 

Under review at the moment are conces- 
sion proposals for videotext and card tele- 
phones, both handled by TOT. CAT is de- 
veloping a special international fax gateway, 
which it hopes will reduce congestion 
caused by the massive increase in fax trans- 
missions over the past two years. 

But a major battle is under way over the 
planned establishment by TOT of a nation- 
wide paging network. The network is in- 
tended to compete with CAT's monpoly over 
such services in major cities. MTC wants TOT 
to stick to its main job of providing a basic 
telephone system, leaving the peripheral 
services to private concessionaires. But TOT 
appears to be using its political muscle to get 
its plans approved. a 
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Low-profile pioneers 


ne of the unique developments in 
the Philippine business scene after 
the 1986 democratic revolution has 
been the explosion of Filipino- 


| Chinese business confidence in the coun- 
| try's future. Despite abortive military coups 
| and dire predictions about the fate of the 
| Aquino government, Filipino-Chinese en- 
| trepreneurs have poured funds into the local 
| stockmarket, industries, agri-business and 
! real-estate development. This phenomenon 
| has ignited a high-rise construction boom in 
! old Chinatown which is altering the Manila 
_ cityscape. This boom has spilled over to 


| otherurban centres. 
| h the days when the fledgling demo- 
| cratic government seemed  imperilled, 


| economist Bernardo Villegas said: "Those 
| who are very bullish today on the Philippine 
_ economy are the Filipino-Chinese . . 
| look beyond the political risks that surround 
| the country. Far from ignoring the dangers 
that confront it, they look into them. And 
| what do they see? Opportunities!” 


. They 


Right after 1986 and ignoring the series 
of attempted military coups, numerous 
Filipino-Chinese entrepreneurs quietly yet 
briskly reinvested and drew up expansion 
plans. The bullish sentiment of the Filipino- 
Chinese also led to an increased inflow of 
Overseas Chinese investment from Taiwan, 
Hongkong and other places. Last year, 
Taiwan investors dislodged the Americans 
and Japanese as the top foreign investors in 


3 thePhilippines. 


The mainly Catholic society is perhaps 
the most tolerant of its ethnic Chinese minor- 
ity in Southeast Asia. No Filipino laws sanc- 
tion any form of racial discrimination. Cul- 
tural diversity is seen as a potential national 
strength. 

These liberal conditions allowed full scale 
integration of the ethnic Chinese minority 
into Philippine society, a process which had 
been going on for centuries. 

As a predominantly entrepreneurial 
minority, the ethnic Chinese for centuries 
struggled and traded, and survived the per- 
secutions and the socio-political upheavals 
that characterised much of Philippine his- 
tory. Apart from facing discriminatory laws, 
the early Chinese were formally expelled 
from the islands by the autocratic Spanish 


colonial regime in 1686, 1744, 1747 and 1755 
| by virtue of royal decrees. They were mas- 


sacred in 1603, 1639, 1662, 1762 and 1819. 
The adversities and the struggle for 

survival forced the minority to become 

tougher, more aggressive and resilient. Like 


the Jews of medieval Europe, Chinese 





PP Ai A e AN s aa tano e Ma a erre ptura a v ange d Se ama taa aar Ferunt rri Siu SPEI a iei 


By Wilson Lee Flores 


minorities in colonial Southeast Asia were 
politically powerless. One reason for their 
attraction to commercial pursuits was that 
money provided them with their only availa- 
ble form of power and source of protec- 
tion. 

Banned from owning lands or entering 
the professions, the immigrants became use- 
ful to society as mainly urban-based pioneers 
of capitalism. The Chinese capitalists of the 
Orient filled a gap in their feudal colonial so- 
ciety. The ruling élite or landed aristocracy 
had little interest in dirtying their hands with 
commerce, while the masses were mainly 
peasants. Usually neither serfs nor land- 
lords, the Chinese were most accustomed to 
urban life and were catalysts for the steady 
erosion of feudalism in their societies. 

Discussions of modern Filipino-Chinese 
business moves often invariably raise com- 
parisons with the well-known traditional 


Money provided the [Filipino- 
Chinese] with their only available 
form of power and source of 
protection. 


leaders of Philippine big business, the 
Spanish Creole families such as the Ayala- 
Zobels, Roxases, Sorianos, Elizaldes, Or- 
tigases, Aboitizes of Cebu and others. The 
Zobels control the 155-year-old Ayala con- 
glomerate which includes the 139-year-old 
Bank of the Philippine Islands as the financial 
flagship of the diversified group. Their 
Soriano cousins control the vast Anscor and 
the 99-year-old San Miguel Corp. 

Although the Creole clans have diver- 
sified their holdings into most key sectors of 
the economy, most of them trace their origi- 
nal wealth to extensive landholdings, planta- 
tions and large-scale agricultural operations 
such as sugar milling and exports during the 
colonial years. In the feudal era, when land- 
based wealth was the repository of power 
and prestige, and in a colonial society suf- 
fused with Iberian Catholicism and culture, 
the early Chinese traders and financiers 
seemed like incongruous outsiders. 

Even though the Sorianos opted for 
American citizenship and became active in 
the local American Chamber of Commerce, 
they are still perceived as more Filipino than 
a fourth-generation Filipino-Chinese such as 
John Gokongwei, or the Sycip family whose 
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Philippine citizenship dates back to the colo- 
nial years. 

Creole, or mestizo, businesses may clash 
with Filipino-Chinese firms such as Lucio 
Tan’s Asia Brewery challenging the San 
Miguel beer monopoly, or Gokongwei's per- 
sistent attempts to gain a directorship of San 


Miguel, but these two Filipino sectors are not | 


implacably hostile to each other. In fact, a 
Spanish Creole has a key management role 
in Asia Brewery, retail magnate Henry Sy is 
allied with the Zobel family, and Lucio Tan 
recently acquired Tanduay Distillery from 
the Elizaldes. The Aboitizes of Cebu also 
have a long history of dealing with Filipino- 
Chinese entrepreneurs. A more publicised 
rivalry is that between Henry Sy and 
Gokongwei, especially in the retail business. 

More often, the perceived rivalries be- 
tween mestizos and the Filipino-Chinese 
business taipans are more a conflict between 
the aristocratic old rich or landed gentry 
vs the often brash and audacious “rags- 
to-riches” Filipino-Chinese entrepreneurs. 
Both seem to have contrasting attitudes and 
business styles — though many younger 
Filipino-Chinese heirs like the Wharton- 
trained Lance Gokongwei are receiving as 
much Western college education as people 
like the Harvard-schooled Zobel sons. 

Being predominantly business-oriented 
and a small minority — no more than 1% of 
the total population — the Filipino-Chinese 
community is traditionally apolitical and 
groups like the Federation of Filipino- 
Chinese Chambers of Commerce and Indus- 
try prefer a low profile. But many in this sec- 
tor are gratified by the prevailing social stabil- 


ity and democratic climate of their country |. |j * 


under the reformist Aquino administration. — 


Filipino-Chinese entrepreneurs are com ` 
mitted to a Philippine economic renaissance, | 
since they believe that their fate is inextrica- | 
bly linked with the general well-being, social | 
stability and democratic vigour of their na- | 
tion. During economic or social tumult, 


entrepreneurial minorities suffer. Radical 


elements can also channel social discontent - 
to victimise a minority. And Filipino- 
Chinese firms can only grow vigorously and | 


rival the best in Asia if the Philippine national 
economy is dynamic and powerful. 

In the post-Marcos era, the explosion of - 
Filipino-Chinese investment can also be in- . 
terpreted as an unqualified vote of confi- . 
dence in democracy. E: 


Wilson Lee Flores is a free-lance business | 
writer who is currently completing a book on 


Filipino-Chinese entrepreneurship. 
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KOREA 


Symptoms of a slowdown 


igns are mounting that 1989 could be 

the year the South Korean economy 

finally slows down. The 12% growth 

rate of the past three years is clearly 

not sustainable, and the debate this year is 

over how much growth will slow, and how 
much inflation will rise. 

The government predicts GNP will grow 
by 8%, with consumer prices rising 5% and 
wholesale prices by 3%. But with the manu- 
facturing production index falling off sharply 
in December and January and exports slug- 
gish during the first two months of the year, 
the slowdown may arrive more quickly and 
sharply than official forecasts suggest. 
Moreover, officials seem to be fiddling with 
trade volumes — reports indicate that a push 
is on to accelerate exports and delay imports 
in an effort to improve first-quarter trade 
numbers. 
|. Growth as measured by the manufactur- 

ing production index, which had been com- 
fortably over 1096 during most of last year 
(except during the sluggish second quarter), 
fell sharply in December to 6.9%. In January 
it fell even further, to 3.6%. 

Exports for the first two months of the 
year were weak, both because of lower cost 
competitiveness and continuing strikes. 
Measured in won terms, exports during Jan- 
uary fell 3.576 from a year earlier. The coinci- 
dent economic indicator, which is adjusted 
for seasonal factors, fell for the third straight 
month in January, though leading economic 
indicators suggesta stronger second quarter. 


The Economic Planning Board (EPB) says 
that labour disputes this year reduced ex- 
ports by US$263 million to the middle of Feb- 
ruary and cut production by Won 620 billion 
(US$388 million). Two work stoppages, at 
Hyundai Heavy Industries and Poongsan 
Metal, have been particularly damaging be- 
cause of their impact on other industries. The 
EPB expects the economy to grow only 6% to 


Production slows 


7% during the first quarter, compared with 
14.8% during the comparable period last 
ear. 
i The economy typically accelerates as the 
year goes on, with exports peaking in the 
third and fourth quarters, so it could be 
dangerous to extrapolate too much from 
these numbers. But it would be foolish to 
ignore the symptoms of slowdown: bank- 





ruptcies mounting in labour-intensive indus- 
tries, production bottlenecks beginning to 
occur because of labour strife, another round 
of 10% to 20% wage rises likely this year, and 
inflation showing no signs of abating. 

One factor likely to boost the economy is 
increased capital investments, which are 
necessary for companies to remain competi- 
tive in the face of higher labour costs and 
won appreciation. Projections are for capital 
investments to grow 12.0% this year com- 
pared with 9.7% last year. 

If this year’s growth target of 8% is met, 
the government projects the trade surplus 
will be cut to US$7.5 billion from US$11.5 bil- 
lion last year. On the same assumptions, the 
current-account surplus is forecast to fall 
from US$14.2 billion to US$9.8 billion. 

Policymakers are clearly baffled by which 
way the economy is going. In mid-January 
the government announced it would set up 
emergency tearns to increase imports if the 
trade surplus exceeded targets, so as to dam- 
pen pressure from the US and EC. Then in 
February it reactivated a special export-pro- 
motion committee, which had been sus- 
pended several years ago when the econ- 
omy moved into surplus. One other factor 
muddying the economic forecast is the pres- 
sure on the government to make sure that 
the economy remains robust until the ref- 
erendum on President Roh Tae Woo's per- 
formance is held. The ruling party is talking 
about holding the vote in mid-April. 

ut Mark Clifford 
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AFTER DINNER, YOU'LL 
ENJOY AN ASSORTMENT 
OF IRRESISTIBLE 
COFFEE CREAMS. 


First we take our own coffee, 
grown in the foothills of Java. 

Freshly brewed, and piping hot. 
Then we add spices and liqueurs from 
ill over the sotid- Bad top them off 
with some lightly whipped cream. 

The result is a choice of 5 exotic 
coffees to tempt you, and round off a 
perfect meal in the air. 

In Executive Class, we serve café 
Neapolitan and Jamaican coffee. 

And to make the choice more 
difficult in First Class, we also offer 
Irish coffee, Salzburger coffee and café 
Gingembre. 

Naturally, if all these coffees are 
not your cup of tea, you can always 
have your coffee black. 

With a little milk or cream. Or if 
you prefer, totally caffeine-free. No 
matter the choice, it will be served in 


the enchanting Indonesian way. 


Garuda Indonesia As 


Proud to welcome you aboard. NDS. 
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E As one of the world’s leading wholesale banks, MEO 7 
offers a comprehensive array of financing and merchant 
banking services in every major financial market. 


E In the Tokyo market, LTCB acted as lead commissioned 
bank for four out of the nine Samurai and Daimyo bond 


issues made in the first half of 1988. Worth X105 billion, 
the issues rank LTCB first among Japanese institutions. 


B TCB has established a major presence in the Euro- 
market. Through our affiliated securities houses we offer 
unparalleled access to a major global source of funding. 


W LTCB is an innovative financial architect in all markets. 
We are internationally recognized as a leader in currency 
and interest-rate swaps, as well as futures and options. 


ll An in-depth understanding of global economies and 
financing practices supported LTCB’s rise to become a 
leading provider of multinational M&A and joint-venture 
services. 


E As a leading aviation bank, MEO is serving aerospace 
manufacturers and airlines worldwide through a variety of 
aircraft financing facilities. 


E Expertise in long-term project financing made LTCB a 
natural choice to lead manage the historic Eurotunnel link- 
ing the UK and France, and the Second Harbor Crossing 
Tunnel in Hong Kong. 


: Financing the Future 
The Long-Term Credit Bank of Japan, Ltd. 


Head Office: 2-4, Otemachi 1-chome, Chiyoda-ku, Tokyo Tel: (03) 211-5111 Telex: J24308 
Overseas. Network: London, Frankfurt, Paris, Brussels, Zurich, Bahrain, New York, 
Chicago, Los Angeles, Toronto, Atlanta, Dallas, Mexico City, Panama, Sao Paulo, Rio de 
Janeiro, Hong Kong, Singapore, Beijing, Shanghai, Guangzhou, Seoul, Bangkok, Kuala 
Lumpur, Jakarta, Sydney, Melbourne. 
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ustralia is in the midst of perhaps its 

most contentious takeover battle — 

an attempt by the federal govern- 

ment to override the state govern- 
ments and take sole responsibility for the 
regulation of companies and the securities 
industry. 

At present, companies and securities in- 
dustry legislation is administered through a 
cooperative scheme between the Common- 
wealth and the states, a joint, and unique, 
exercise in cooperative federalism. But the 
federal government, or at least its Attorney- 
General and Deputy Prime Minister Lionel 
Bowen, must consider that the exercise has 
not worked. 

For the past two years Bowen has sought 
to introduce a national companies and sec- 
urities scheme administered by the Com- 
monwealth. Attempts to persuade the states 
to agree to hand over their powers have 
failed, resulting in the “feds” deciding to pro- 
ceed unilaterally with a takeover attempt. 

A new Commonwealth bill, the Austra- 
lian Securities Commission Bill, has been 
drafted and, after several delays, the Com- 
monwealth hopes to have it enacted in the 
next session of the federal parliament. 

The main sticking point for the states is 
that they will lose jurisdiction over com- 
panies and securities legislation, and that the 
Commonwealth will take control of the state 
regulatory bodies, the Corporate Affairs 
Commissions (CAC). 

Under the present cooperative scheme, 
the national corporate watchdog, the Na- 
tional Companies and Securities Commis- 
sion (NCSC) has only limited ability to give or- 
ders to the CACs. For the greater part it dele- 
gates certain functions to the state bodies. 

Perhaps the most controversial aspect of 
the proposed national scheme for industry 
participants is that the NCSC will be replaced 
by a new federal body, the Australian Sec- 
urities Commission (ASC), though the ASC 
would lose some of the functions of the NCSC 
and, many believe, most of its teeth. It would 
lose its discretionary powers, and also its role 
in policy and law reform. 

The NCSC at present can make declara- 
tions of unacceptable conduct or unaccepta- 
ble acquisitions where it considers actions do 
not breach the letter of law but constitute 
such a breach of the spirit of the legislation 
that it should take action. The agency is also 
empowered to obtain court orders in such 
cases, which can be quite strong, including 
the power to sell shares, order disposal, re- 
move voting rights, refusing registration or 
cancellation of contracts. 

NCSC chairman, Henry Bosch, caused a 
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stir recently when he publicly claimed that 
the ASC would become a “lapdog” of the fed- 
eral Attorney-General's Department. 

The NCSC appears to have begun its own 
rearguard action by adopting a much higher 
profile in its regulatory activities. Instead of 
concentrating on corporate misbehaviour, 
the commission has recently taken actions 
which have captured public attention. 

These include charges laid against three 
people for alleged insider trading in a 
number of securities. The court was told that 
further charges could be laid against as many 
as 50 people involving securities traded to 
the value of A$100 million (US$81.5 million). 

The three charged worked for financial 
intermediaries. There are suggestions that 
future revelations may prove as significant as 
the Ivan Boesky scandal in New York. 

The commission has also been probing 
into the recent crash of the financier 
Rothwells, a delayed reaction to the October 
1987 stockmarket crash. The 
probe hit the headlines when 
federal police, armed with a 
warrant obtained by the 
NCSC, prevented former 
Rothwells chief Laurie Con- 
nell from boarding a plane to 
fly to London (an objection 
they later withdrew amid 
considerable confusion). 

If the national legislation 
is enacted, a constitutional 
challenge is certain. Several 
states have said as much, and 
challenges by companies, 
too, would be inevitable, re- 
moving the present certainty 
of constitutional power back- 
ing corporate regulation. For 
that reason the Commonwealth has been 
trying to reach agreement with the 
states. 

The new national scheme provides that 
the power to declare certain corporate acts 
unacceptable will be taken from the cor- 
porate watchdog, and given to a panel of in- 
dustry experts. The NCSC also has wide 
powers to modify the legislation, or to 
grant exemptions. Those powers would be 
considerably weakened under the revised 
scheme. 

This structure would replace the present 
system under which the NCSC is responsible 
to the Ministerial Council, which comprises 
federal and state attorneys-general. 

Proponents of the national scheme argue 
that the advisory council will effectively take 
over the functions of the Ministerial Council. 
But that ignores the reality of the bureaucra- 


Bowen. 
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tic process. Reports and recommendations 
by the ASC advisory committee to the federal 
attorney-general, as the minister responsi- 
ble, would almost certainly follow the nor- 
mal bureaucratic process — they would first 
be processed and vetted by the Attorney- 
General's Department. 

NCSC employees are not public servants, 
but employees of a Crown body. Many 
of its employees have not come from a 
public service background, and they operate 
in the NCSC with more flexibility and 
independence than is found in the public 
service. 

The ASC would be a bureaucracy and 
would be staffed by career public servants. It 
would be under the control of the federal 
Attorney-General's Department, some of 
whose staff could transfer to the ASC. 

The ASC legislation does contain many re- 
forms, such as removing the requirement for 
registration with the regulators of prospec- 

tuses and takeover docu- 
ments, in favour of putting 
the responsibility more 
heavily upon the promoters 
and advisers, with increased | 
penalties for false or mislead- 
ing statements. 

But many industry par- 
ticipants query why the NCSC 
should be replaced. It has an 
impressive record, not just in 
the enforcement and investor 
protection area, but over a 
wide range of such matters as 
accounting standards, dereg- 
ulation and internationali- 
sation of markets. It has built 
up considerable expertise 
which could be lost, and the 
market now has an understanding as to how 
the existing law works and is enforced by the 
NCSC. 

The NCSC'S record is all the more impres- 
sive given an appalling lack of resources and 
funding. Early this month this was belatedly 
recognised and the agency has been au- 
thorised to hire 40 new staff, a 50% boost. 

Bowen is adamant that the federal gov- 
ernment will press ahead to take over the 
jurisdiction in this area. The states are just as 
adamant that they will not cooperate (some 
have threatened to withhold CAC records). If 
they do, it is difficult to see now the national 
scheme could function efficiently. 

A federal senate select committee is cur- 
rently investigating the proposed ASC legisla- 
tion and has indicated that it may take longer 
than initially thought. This may yet be a pro- 
tracted takeover battle. m Bryan Frith 
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Investors nervous of Japanese equity warrants 


Unwarranted worries 


Marita i n Hr Mene RCRA AAAI ta tt A oth eer rre a arra da e NH rre iara A a a Md tA TM n ra a aa pt 


umours that the Japanese Ministry of 

R Finance (MoF) may be about to stem 

the flood of Japanese corporations is- 

suing equity warrant bonds have given the 

US$30 billion London-based market for such 
instruments the jitters. 

Although the market has been extremely 

. buoyant this year, with nearly US$12 billion 

of the equity-linked bonds being launched in 

London by Japanese issuers, the past month 

. hasseen premiums on the warrants fall from 


ME : Hr average of about 15% to 7-8%. 


The premium is the price investors are 
prepared to pay for warrants over and above 
their intrinsic value. The intrinsic value is de- 
termined by both the present price of the un- 
derlying share (of the issuing company), and 
the price at which warrant holders are enti- 
tled to buy the share at some stipulated point 
in the future. The premium is thus a barome- 
ter of investors’ confidence both in warrants 
and in the future performance of the Tokyo 
stockmarket. 

Nervousness about Tokyo's “witching 
hour” on 7 March, when the recently intro- 
duced stock index futures contract expired, 
. partly explained the nervousness in the war- 
rant market. But fears are also linked to the 
speed at which the market has grown and its 
ability to sustain the pace. 

Even if Tokyo does not ban, or at least put 


. a moratorium on, new issues of equity war- 


rant bonds, there is some concern in London 
that the Japanese authorities might require 
Japanese issuers to specify the potential dilu- 
tion of earnings which would result from 
warrant holders excercising their warrants. 
This would have a depressing effect on pros- 


F. . pective earnings per share of the companies 


concerned. 

Sources close to the market in London 
discount the prospect of such a move 
depressing the Tokyo stockmarket. They 
argue that Japanese investors are not as sen- 
sitive as others elsewhere to changes in earn- 
ings per share or dividend projections. 

Those with the biggest vested interest in 
ensuring that the warrant market remains 
active are the major Japanese securities 
houses — especially the “Big Four" (No- 
mura, Daiwa, Nikko and Yamaichi) — in 
London who far and away dominate the 
issue and trading of these instruments. It is 
likely that profits from warrant issues have 

more than offset recent losses they will have 
made on both equity and government bond 
(gilt) market trading in London. 

. Furthermore, though the bulk of war- 


rants are issued in London, the investors 
who stand to lose most from any collapse in 
the market are the Japanese themselves. It is 
estimated that as much as 8576 of equity war- 
rant bonds issued in London find their way 
back to Tokyo and end up mainly in institu- 
tional hands. The Mor, it is argued, is un- 
likely to make any move that might inflict 
major financial damage on its own institu- 
tions. 

In any case, analysts at broker James 
Capel argue that, even if the Nikkei Stock 
Average were to collapse to 25,000 from its 
current level of about 32,000, the warrant 
market would still be viable, since many is- 
sues were made when the market was at that 
level. Given the degree of liquidity in the 
Tokyo stockmarket, a fall below 25,000 is 
considered somewhat unlikely. 

One source of support for the warrant 
market which has weakened somewhat is 
the buying by British unit trusts. These funds 
made good profits from trading in the war- 
rant market until the 1987 stockmarket crash, 
when they had to sell quickly in order to help 


meet redemptions. Their warrant bond 


holdings are now restricted to 5% of the 
portfolio. 

The vast majority of equity warrant 
bonds are denominated in US dollars and the 


bonds to which the warrants are attached 


carry a relatively low coupon or nominal 
interest rate because of the “sweetener” 
supplied by the warrant. 

The issuers thus get relatively cheap 
funds which they sometimes switch back 
into yen through the swap markets. But in 
addition to treating the issues as currency- 
hedged instruments, many issuers appear to 
have been taking a view on the likelihood of 
dollar depreciation. So far that view has been 
vindicated. 

The danger of a lot of relatively low-yield- 
ing US dollar-denominated bonds being 
dumped on the market in the event of a col- 
lapse in the price of the accompanying war- 
rants is probably not great. 

Most of the bonds are separated from the 
warrants and sold on at a discount large 
enough to raise the yield to a point where itis 
comparable with instruments of similar 
maturity. The life of most equity warrant 
bonds is four years from issue. 

Against those who argue that there could 
be a "bloodbath" in the warrant market, 
others argue that the increasing sophistica- 
tion of Japanese institutions in dealing with 
warrants will make them more rather than 
less popular in the future. a 
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Standard Chartered selling more Asian property 


Living off the land 
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ome banks have hidden reserves to 

see them through hard times. But if 

you have been around as long as 

yr such colonial institutions as the now 

Standard Chartered Bank, you have land 

banks in what were once outposts of empire 

but are now Asia's commercial hubs. Or 

rather, did. Because there will soon be pre- 

cious little left of the old Chartered Bank's 
prime colonial properties. 

It now looks as though its Singapore 
headquarters will be sold, and at about dou- 
ble the price prevailing when it was tenta- 
tively put on the market two years ago. If so, 
it should collect a net profit of $$300 million 
(US$155.3 million). Singapore speculation 
that the Raffles Place building has been sold 
is premature. Several Japanese parties have 
expressed interest, but formal bidding will 
not start until a formal information 
memorandum is released soon. 

Meanwhile, once rural acerage, but now 
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a central Bangkok site next to the US Em- 
bassy, acquired by Chartered back in 1894, 
is also on the block. Bids closed on 10 March. 
It is expected to go for upwards of Baht 1 bil- 
lion (US$39.5 million), almost all profit. Stan- 
chart says that for local tax and other reasons 
it is better to sell the land than redevelop it it- 
self. 

But the fact remains that Stanchart is sell- 
ing its “reserve” assets to repair ravages to its 
balance sheet through loss provisions on 
(mostly non-Asian) Third World lending, 
and its failed foray into the US. The Bank of 
England's commendably sceptical attitude to 
banks propping up balance sheets through 
property revaluations meant it could not take 
full advantage of its land bank. 

The Singapore and Bangkok sales have 
been public affairs, as was the disposal of 
property in Tokyo fora £71 million (US$122.2 
million) profit. But it rather cleverly dis- 
guised its money raising operation in Hong- i 
kong, also in 1987. This was hidden in the . 
announcement of construction of its new - 
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Hongkong headquarters building. What 
was described as "contractor finance ar- 
rangements for 25 years" was, in fact, a sale 
and partial leaseback of its Hongkong head- 
quarters to Nishimatsu Construction. Stan- 
chart collected HK$330 million (US$42.3 mil- 
lion) from the sale which went straight to 
cashflow bypassing the profit and loss ac- 
count. 

Nishimatsu will put up the whole con- 
struction cost, estimated at HK$375 million. 
This may be a good deal for Stanchart's 


shareholders, but the disposal of its "crown 
jewel" clearly was not something they were 
prepared to brag about to the Hongkong 
public — the group's largest body of custom- 
ers — or their own shareholders. It will get 
the whole building back in 25 years, but 
meanwhile will, once the construction is 
completed, be paying rent. The rent looks 
cheap, starting at HK$24 a ft? (about half 
the current rate for prime Central offices) 
and the basic annual escalator is only about 
4%. 
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Embassies are cashing in on Tokyo s property prices 


Diplomatic 





By Charles Smith in Tokyo D 








oaring land prices in central Tokyo 

have proved irresistibly persuasive in 

urging foreign embassies to sell off the 
spacious properties some of them acquired 
after World War II. But the Tokyo metropoli- 
tan government is doing its best to spoil the 
fun — or at least that itis how it looks to some 
foreign governments. 

The metropolitan government has used a 
15-year-old law designed to curb land specu- 
lation to force at least some of the dozen or so 
embassies which have tried to enter the land 
market since last spring, to scale down ask- 
ing prices, or to revise downwards prices 
that had already been settled through open 
bidding. This is despite the fact that the law 
only allows the city to “request” sellers to 
exercise moderation. 

A city official told the REVIEW that embas- 
sies which reject price guidance could not be 
prevented from pocketing their gains and 
would not even be subject to “public expo- 
sure” — an ordeal which deters Japanese 
landowners from charging over the odds. 
However, those buying embassy land could 
have difficulty getting planning approval 
when the times comes to redevelop the sites. 

The fashion for diplomatic land sales was 
set early in 1988 when Australia started look- 
ing for a buyer for some 6,000 mv of land 
which formed part of the embassy site in 
Mita, in Tokyo's exclusive Minato-ward. A 
consortium which included the trading con- 
cern C. Itoh and Co., Yasuda Trust and 
Banking Co. and two major construction 
companies offered to buy the land for ¥70 
billion (US$541.95 million), but the land 
eventually changed hands for X66 billion 
after the Tokyo metropolitan government in- 
tervened. 

This still gave the Australians a tax-free 
profit of several thousand percent on their 
investment. The sale also provided most of 
the funds needed to meetan Australian Gov- 
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ernment target of selling A$720 million 
(US$591.6 million) worth of government as- 
sets during the fiscal year ending June 1988. 

The Australian deal was followed by 
string of smaller deals at prices ranging be- 
tween X10 billion and ¥20 billion, each of 
which was subject to "adjustment" by Tokyo 
government officials. In April 1988, the 
Chinese Embassy accepted * 13 billion from 
the real-estate division of a regional news- 
paper company for 1,200 nv of land in the 
fashionable Azabu district of western Tokyo. 
A month or so later, Jardine Matheson and 
Co. acted as broker in a deal between Anchor 
Corp., a small independent developer, and 
the government of Cuba for the sale of a 1,240 
m? site near Hiroo in southwest Tokyo. The 
Cuban site, which fetched ¥19 billion after 
adjustment, is to be redeveloped as a sports 
club for use by employees of Suntory, the 
liquor giant. 

Theonly Southeast Asian country to have 
finalised an embassy land sale so far is 
Malaysia, which sold its ambassador's resi- 
dence in northern Tokyo to a girls' school for 
an undisclosed sum in late 1988. But the Bur- 
mese Embassy is said to have opened talks 
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Peru's embassy: ¥3.3 million per m?. 
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It was, says one project financier, a "spec- 
tacularly good deal” providing the bank with 
cash, assured low-rent premises, protection 
against building cost escalation and struc- 
tured to provide maximum tax benefits. 

It could well be argued that by selling its 
high-priced fixed assets, and with last year’s 
£300 million rights issue behind it, Stanchart 
will have a very healthy, very liquid balance 
sheet. But shorn of its colonial possessions, 
there are now no land reserves left to pay for 
any future mistakes. 


with Mori Building Co., a prominent local 
developer, on the sale of a vacant site next to 
its main office building in Shinagawa ward. 
Both these deals may be overshadowed by 
the much larger and more controversial sale 
of some 3,000 m? of land in the prime presi- 
dential district of Roppongi, which currently 
belongs to the Philippines. 

To the distress of Tokyo city government 
officials, who prefer embassies to consult 
them privately before putting land on the 
market, the Philippine Government has an- 
nounced that its land will be auctioned on 30 
March. Unlike other governments, which 
have invited public tenders for land, the 
Philippines has set a floor price of ¥28.2 bil- 
lion. Bidders will have to deposit 15% of the 
offered purchase price on the day of the auc- 
tion, and provide bank guarantees for the re- 
maining 85%. 

Tokyo planning officials seem nervous 
that the Philippine auction could blast a large 
hole in the metropolitan government's land 
price control system. A private real-estate 
broker suggests the Philippines may go 
through the motions of accepting official gui- 
dance once the bids are in, but that the lucky 
purchaser may be invited to remit part of the 
purchase price outside Japan so as toincrease 
the deal's real value. 

The sale of the Argentine ambassador's 
residence in Roppongi is another potentially 
controversial deal. Although not yet 
finalised, the site will probably be bought for 
around ¥40 billion by a consortium consist- 
ing of Mori and Asahi TV, a major national 
television channel. The buyers will be re- 
quired to present the embassy with a new re- 
sidence on a 1,000 m? site somewhere else in 
Tokyo — a provision which may raise the 
real value of the deal above what officials re- 
gard as reasonable. 

Private brokers estimate that another 50 
or so foreign governments may be in a posi- 
tion to sell land in Tokyo. The total value of 
potentially saleable embassy land, at current 
market prices, is probably well over Y 1 tril- 
lion. But some of the most valuable sites will 
never come onto the market. The 9-acre 
British Embassy complex fronting the Impe- 
rial Palace is held under a perpetual lease 
granted by the Ministry of Foreign Affairs in 
1884. British Embassy officials say the rent is 
a secret but agree that it probably does not re- 
flect today's market. * 
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Tokyo drug groups snap up US health-care firms 


Japan rubs it in 


By Jonathan Friedland in San Francisco 
and Nigel Holloway in Tokyo 
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he 13 March purchase of US health 

! care company Shaklee Corp. by 

Japan's Yamanouchi Pharmaceutical 

Co. is the largest and latest in a string of quiet 

corporate purchases by Japanese companies 

seeking an entree to the medicine cabinets 
and cosmetics shelves of the US. 

Facing off against such leviathans as 
Unilever and Colgate Palmolive in a 
sweepstakes for global market share, Japan- 
ese firms like Kao Corp. and Shisheido have 
over the past two years paid more than 
US$1.7 billion for middle-tier American 
packaged goods companies. Most of the 
transactions — involving private firms — 
have gone unpublicised. 

Ata total of US$672 million, equivalent to 


| -..US$28 a share plus a one time dividend pay- 


out of US$20a share to Shaklee stockholders, 
the purchase by Yamanouchi of the San 
Francisco-based seller of nutritional, house- 
hold and personal care products is in many 
ways characteristic of the deals done so far. 


The Japanese firm paid a huge premium for. 


the company, this time in the neighbour- 
hood of 25-30 times earnings compared with 
market values of around 12 times. 

Further, the takeover was friendly, with 
Shaklee's current management slated to con- 
tinuing running the firm after the merger is 
completed. The Japanese buyer, in this case, 
actually acted as a white knight; Shaklee had 
been under siege since earlier this month by 
Minneapolis-based raider Irwin Jacobs. 

Presumably, Yamanouchi will be able 

eventually to use Shaklee's extensive direct 
marketing network to sell its own over- 
the-counter pharmaceutical products to the 
US market. The core business of the Tokyo- 
based firm, which racked up net income of 
Y 22.5 billion (US$173.8 million) on sales of 
*Y185.02 billion last year, is making anti-ulcer 
drugs and antibiotics. 
? At the moment Yamanouchi, which is 
.. Japan'sseventh-largest pharmaceutical firm, 
has only a small representative office in New 
York developing its mainstream prescription 
drug business. The purchase of Shaklee's 
very different product line and distribution 
network will automatically add more than 
40% to the Tokyo-based firm's annual turn- 
over. "We want to learn everything about 
the US market and how to run a company in 
the US," says Masaya Yamaguchi, the com- 
pany's public relations manager. 

All of these elements — the premium 
price, the friendliness of the deal and the po- 


tential for strong product synergy leading to 
increased growth of the parent company — 
have been apparent in each of the Japanese 
buyouts. 

For instance, in the case of Chicago tooth- 
brush maker John O. Butler, with its assets of 
US$50 million, Japanese buyer Sunstar Inc. 
last September paid a hefty US$161 million. 
Similarly, leading Japanese packaged goods 
company Kao Corp. in June 1988 is said to 
have outbid other buyers by close to US$100 
million for body lotion manufacturer An- 
drew Jergens Co., a division of American 
Brands Inc. 

In both of these cases, the Japanese 
bought firms that do not dominate their re- 
spective markets but do own well-known 
and potentially underdeveloped brand 
names. 

“The premium that the Japanese are pay- 
ing is substantial in market or book value 
terms. But if you look at it from their point of 
view, the cost is a lot less than if they were to 
try and build a competing brand name,” 
notes Donald Potter, president of Winder- 
mere Associates, a San Francisco research 
and consulting firm. 

Buying into existing companies — rather 
than adopting the strategy of an earlier gen- 





Corporate chemistry 


eration of Japanese companies — makes 


sense for a number of reasons. The strong 
yen and huge corporate cash reserves have 
driven the trend. So too have actions by the 
Japanese Government. Although Japanese 
pillmakers like Yamanouchi want to expand 
their mainstream activities abroad, phar- 
maceutical price cuts demanded by the Ja- 
panese Government every two years are 
prompting them to diversify out of prescrip- 
tion drugs and into products that can be sold 
over the counter. 

. And then there are the imperatives of 
marketing low cost packaged goods in an un- 
familiar market. “For products like au- 
tomobiles where the US consumer perceives 
higher technology and higher value added, 
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the Japanese brands might have an advan 





OSNV L AGING 






tage. That isn't the case with products like 
toothpaste and shampoo where the con 
sumer doesn't have a whole lot of emotiona 
and intellectual involvement," says Ben 
jamin Machtiger, a vice-president a 
PaineWebber/Young & Rubicam Ventures, 
the firm that handled the Sunstar purchase. 

Thus, suggest analysts, a company like 
Rohto Pharmaceuticals did well to pick uy 
Mentholatum Co., a manufacturer of muscle 
ointments and other over-the-counter pro- 
ducts. Rohto, which last June paid roughly 
US$180 million for the company, derives 
39% of its sales from lotions. The Japanese 
firm's V-Rohto brand would face an uphil 
fight with US consumers who buy house- 
hold goods largely on the basis of familiarity, 
reliability and, to a lesser extent, price. 

"Right now, these [Japanese] companies 
are engaging in research and development, " 
points out Kidder Peabody analyst Jay 
Freedman. By buying small household 
goods companies, the Japanese are learning 
about the US market, its distribution systems 
and the preferences of consumers, he points 
out. 

Take Shiseido Corp.'s US$345 million ac- 
quisition last September of hair-care pro- 
ducts maker Zotos International, for in- 
stance. Purchasing Zotos from Conair Corp. 
is part of the Japanese company’s strategy of 
raising its proportion of overseas sales from 
9% to 25% of the total by the end of the cen- 
tury. As the first significant overseas acquisi- 
tion by the world's third-largest cosmetics 
producer, Zotos has two attractions; a 
220,000 strong network of beauty salons in 
the US and good R&D experience in the field. 
"Both are equally important," says a 
Shiseido spokesman. 

Zotos and Shiseido have been doing busi- 
ness together in the US for more than 50 
years, with the latter marketing the US firm's 
products in Japan for only a slightly shorter 
period. Shiseido expects to see close research 
collaboration between the two companies, 
while Zotos will become the "kernel" of 
Shiseido's global strategy in supplying hair- 
care products for beauty salons. Basic man- 
agement policies at Zotos will remain un- 
changed. 

The fact that the Japanese view their pur- 
chases as a learning partnership ratherthana 
straight asset play appears also to make them 
the buyers of choice. “Typically, the Japan- 
ese are buying the management to learn 
about the market,” says Richard Holton, a 
professor of business administration at the 
University of California, Berkeley. “There is 
some validity to the notion that they are pre- 
ferred partners.” | 

This is clearly the case with companies 
like Sunstar and Andrew Jergens which 
were the subject of aggressive bidding. 
These firms were only too glad to be gobbled 
up by abig Japanese company which is more 
interested in learning from the existing man- 
agement than getting rid of it. a" 
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: Hongkong Bank posts 
19.7% profits rise 


> The Hongkong & Shanghai Banking 

Corp.'s net profit rose 19.7% to HK$4.3 

^ billion (US$550 million) in calendar 1988. Its 
. results are marred by a loss of US$55 million 

-by securities company James Capel, and a 

further US$27 million lost bv CM&M, a 

primary dealer in US Treasury bonds. An 

internal revaluation of the bank's properties 
yields a HK$5 billion surplus on book cost. 

- The surplus will be credited to published 

.. reserves after independent professional 

valuation. 


Indonesian firm in first 
Vietnam joint-venture bank 

> Indonesian company Summa has 
invested US$5 million to buy 50% of the 
capital of Vietnam's first banking joint 
venture, called Indovina Bank, Hanoi Radio 
reported. Summa is controlled by the 
Soeryadjaya family, which also controls PT 
Astra International, one of Indonesia's 
largest corporations (REVIEW, 17 Nov. '88). 
Summa's partner in the venture, which is to 
be based in Ho Chi Minh City, is Saigon 
Industrial and Commercial Bank, Vietnam’s 
first partially privately owned bank which 
was established in October 1987 to set up a 
joint-venture bank. 


Evergreen unveils plans 
for international airline 


> Shipping giant Evergreen announced on 
10 March plans to launch Taiwan’s second 
international passenger airline service, with 
. firstflights to regional destinations such as 
< Japan and Hongkong, in 1992. The 

< announcement came following the 

. long-awaited approval of Taiwan's Ministry 
. ofCommunications. The airline, which will 
. becalled Evergreen Aviation Corp., has also 
been given permission to fly to New York 
and Los Angeles in 1993. The airline will be 
> setup with an initial investment of NT$2.5 
= billion (US$90.5 million). If hopes to 

. purchase seven MD-11 or Airbus jets for 

.— Asian routes and four Boeing 747-400s for 

. USroutes. 


. Japan exchanges adjust 

- settlement rules 

< P The Tokyo and Osaka securities 

.. exchanges are revising the rules for the 

. settlement price of their stock-index futures 
. contracts to make it more difficult for 

-— investors to manipulate the share indices 
just before contracts expire. From 
September 1989, the settlement price will be 
based on each stock's opening price on the 
day after the contract expires. At present, the 





dosing price on the day of expiry is used. In 
December, foreign securities houses were 
accused of ramping the Nikkei index to 
profit from some long futures contracts 
(REVIEW, 23 Feb.). 


Talks scheduled on 
damaged Iranian oil plant 


P Talks will begin shortly between the Iran 
National Petroleum Co. (NPC) and Japan's 
Mitsui group on scrapping the ¥600 billion 
(US$4.64 billion) Bandar Khomeini 
petrochemical project, which was badly 
damaged during the Iran-Iraq War. Mitsui 
has been pressing for its abandonment for 
some time. An agreement between NPC and 
Mitsui would be followed by government- 
level talks, Mitsui officials said. Mitsui may 
then be able to recoup its losses from Japan’s 
government-run overseas investment 
insurance fund. 





Seoul and Moscow to 

exchange trade offices 

> South Korea says that it will exchange 
trade offices with the Soviet Union next 
month. The Korea Trade Promotion Corp. 
(Kotra) says that the Soviet Union will open 
an office in Seoul on 3 April and that a Kotra 
office will open in Moscow later in the 
month. Kotra says that Poland and Bulgaria 
will also open trade offices in Seoul next 
month. Hungary and Yugoslavia opened 
trade offices in the South Korean capital last 
year. 


New Zealand revises 

current account deficit 

> New Zealand’s current account deficit for 
calendar 1988 was NZ$1.16 billion, 
according to revised figures from the 
government's statistic departments. This 
was NZ$769 million more than the deficit of 
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NZ$389 million reported on 25 February 
(REVIEW, 9 Mar.), but was still an 
improvement on the revised deficit of 
NZ$2.93 billion for calendar 1987. The 
revision resulted from incorporation of new 
survey data. 


New Zealand shelves 

BNZ sale plans 

> The New Zealand Government rejected 

an "indicative" bid by the National Australia 
Bank for its 87% stake in Bank of New Em 
Zealand (BNZ). It also decided to take BNZoff — 
the market until at least July 1990 to give the — 
beleaguered bank time to return to OG 
profitability. Finance Minister David Caygill = 
said the government would notsellany ofits — 
shareholding until then. He said the overall 
message to international investors was that 
the government was not prepared to sell 
assets at just any price. 





Jakarta nickel producer 

to issue 2.7m shares 

> PT Inco, Indonesia's only producer of 
nickel matte (partially refined metal), plans 
to issue 2.7 million shares, 20% of the total, 
on the Jakarta stock exchange at an average 
price of US$4.55. The US$1 billion company 
is a joint venture between Inco of Canada, 
which owns 80%, and Sumitomo of Japan, 
which owns 20%. PT Inco produced 66 
million lb of nickel matte last year. Most of it 
was exported to Japan. | 


Former Rothwells chairman 
allowed to travel abroad 

> Former Rothwells merchant bank 
chairman Laurie Connell left Australia | 
on a business trip to Singapore and London 
on 11 March after the National Companies 
and Securities Commission (NCSC) withdrew 
its objections (REVIEW, 16 Mar.). Connell X3 
gave the Western Australian Supreme Court _ 
an undertaking to return by 22 March. The 
court granted the NCSC's application that 
Connell should in future seek court 
permission for further trips abroad. 


German funds for Indian 
aircraft purchase 

> Indian Airlines, the ailing, state-run 
domestic carrier, has finally put in place 
the last tranche of the US$1 billion in 
financing needed for its purchase of 19 A-320  - 
aircraft from the European consortium 
Airbus Industrie. The West German bank 
Kreditanstalt fiir Wiederaufbau will lend 
US$250 million to be repaid over 15 years. — 
The rest of the purchase will be financed by | 
export credits from consortium members. 
The first A-320 is due to be delivered in June. 
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STOCKMARKETS 


a a a Seoul and Taipei roar ahead a a a Tokyo dips again ==. 


Hongkong sits on its hands a a a Singapore goes for property a a a investors steer 


clear of Australia in period ending 13 March a a u 
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Shares fell for the second consecutive 
period, as the possibility of a rise in interest 
rates dominated sentiment. Construction 
issues rebounded and there was selective 
buying in engineering and steel stocks. 
Tokyu Construction rose ¥160 (US$1.24) to 
¥1,260. Chiyoda Fire & Marine fell x50 to 
¥1,050. Turnover averaged 911m shares a 
day, worth ¥1.2t. 


The period was marked by aimless drift 
and declining trading. The market awaits 
a season of good corporate results, and 
could thus shrug off rumours about 
capital-raising exercises. In the absence of 
news, the market spent its time watching 
Wall Street. Daily volume averaged 701m 
shares, worth HK$1.278b (US$163.8m). 


Swire Pacific A fell 20 HK cents to HK$21.30. | 


Fears about higher US interest rates failed 
to dampen confidence, and investors 
moved strongly into the property and 
hotel sectors after a major office sale 
encouraged a re-rating by the market. City 


Developments rose 26 s cents (13 US cents) | 


to s$3.72, and Shangri-La closed 40 s cents 
up at $$8.05. The average daily volume 
was 53m shares, valued at $$98.9m. 


Share prices closed marginally higher in 
thin and sporadictrading. A flurry of good 
corporate results did little to lift investors' 
interest. Daily volume averaged 16.7m 
shares, valued at M$32.6m (US$11.9m). 
Even Genting, which reported a 30% jump 
in group pre-tax profits, could add only 10 
M cents to M$7.60, while HMPB fell 18 M 
cents to M$2.90. 


Very low turnover of only 448m shares 
worth A$800m ( US$657.4m) indicated 
investors' nervousness. The index could 
not sustain its brief surge through the 1,500 
mark and closed at 1,490.8. Higher 
international gold prices helped gold 
stocks — ACM Gold rose 10 A cents to 
A$1.95 while Placer Pacific rose 5 A cents to 
A$2.90. 


Even a strong six-month result by Brierley 
Investments Ltd could not halt what was a 
steady decline on low trading volumes — 
29.46m shares with a value of NZ$43.9m 
(US$27.1m). In these circumstances even 
Brierley ended the period down 6 NZ cents 
at NZ$1.52. Many shares remained 
volatile. Fletcher Challenge was down 4 
NZ cents to NZ$5.28. 
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Optimism over copper prices pushed up 
mining stocks, but profit-taking hit 
previously strong speculative oil issues. 
Benguet Consolidated rose to 281.50 on 
news of its share buyback plan. Turnover 
averaged 3.5b shares a day worth P180m 
(US$8.4m). Paper Industries Corp. led 
gainers with a22% rise to P7.10, and Apex 
Mining rose 20% to P0.024. 


Stocks surged to record highs in heavy 
trading, as a threatened political crisis 
centred on President Roh Tae Woo's mid- 
term assessment dissipated. Daily volume 
averaged 19.1m shares on average volume 
of Won 399.3b (US$595.9m). All sectors 
except marine transportation gained. 
Daewoo Securities rose 17.3% and 
Hankuk Life advanced 17%. 


Heavy investor participation and strong 
demand for financial counters led the 
index past the 7,600 barrier. Average daily 
turnover was heavy at NT$57.11b 
(US$2.07b). Investors were curiously 
bullish over plans to privatise China Steel, 
sending its stock 20% higher to NT$72. 
Another heavy gainer was Eastern Union 
Chemical which rose 14.9% to NT$169. 


Local interest rates softened, restoring 
some confidence to the Securities 
Exchange of Thailand, and the index 
climbed slightly. Turnover averaged Baht 
692m (US$27.2m) daily; volume was 6.7m 
shares. Swedish Motors rose Baht 66 to 
Baht 300, and United Sugar Terminals 
climbed Baht 19 to Baht 113. Charoen 
Pokphand Feedmill settled at Baht 58.50. 


Speculators cashed in on government-run 
financial institutions’ efforts to prop up 
New Delhi's image in the wake of an anti- 
business budget. Blue chips made modest 
gains on even more modest volume, until 
profit set in. Food Specialities rose Rs 21 
(US$1.37) to Rs 213.75. Other gainers 
included Tisco, Telco, Century Textiles 
and Nocil. 


Equities kept moving in line with bond 
and currency markets in a generally dull 
trading period. Worries centred on jobless 
statistics, but when they arrived they 
were only slightly worse than expected 
and a sharp fall was prevented by futures- 
related buying. The Dow Jones Industrial 
Average rose marginally on volume 
totalling 770m shares. 
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— a little bit better ... 





Siam Lodge Group of Hotels Hilton International Bangkok Siam Inter-Continental The Westin Chosun 
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If you are considering, or are now, investing in one 
or more of Asia’s fast paced stockmarkets, a trial 
of ASIAN MARKETS MONITOR may prove to 
be your wisest investment in 1989. As everyone 
knows a major Key to successful investing is having 
the right information at the right time, and that’s 
what each issue of AMM delivers to its many read- 
ers each and every week. 


A no nonsense, straight from the shoulder weekly 
newsletter AMM will provide you with detailed 
market commentary, objective reports on sectoral 
developments and the reasons behind them, high- 
lights of results of large and medium sized com- 
panies, informed analysis and opinion and much, 
much more. 


Normally available for longer terms for a limited 
time only we are offering a trial to... 

ASIAN MARKETS MONITOR so that you can 
discover for yourself how very helpful AMM can 
be to you when it comes to making the right invest- 
ment decisions. 


AMM is written, complied and edited by 
specialists throughout the Asian region and pub- 
lished by a wholly owned subsidiary of Review 
Publishing Company Ltd., publisher of the Far 
Eastern Economic Review, Asia’s most authorita- 
tive business/news publication. 


Because we are so confident that once you've 
sampled AMM for yourself, you will discover 
how valuable it can be to you in making invest- 
ment decisions, we are offering a 13 issue 
trial-period for only US$150. That amounts to 
US$11.54 per week, less than the price of a moder- 
ate lunch. 


Why not begin 1989 with your best investment foot 
forward by placing your trial order to AMM today. 

.. We firmly believe that you will begin benefitting 
; on inc e very | first i issue. 


lg 


If for any reason after ordering AMM you wish t 
stop your trial subscription, you may do so at an 
time and receive a full refund of the unused por 
tion of your payment. 


Order now while you are thinking about it an 
start receiving the kind of timely news and infor 

mation you need to have about the Hong Kong 
Singapore, Malaysian, Philippine, Thai and Kc 
rean stockmarkets. You have everything to gai 
and nothing to lose. 


To order simply complete the coupon and send | 
along with the appropriate payment or complete 
charge card information. 


- To: Publications Div., Dept. AMM, Review Publishing 
Company, Ltd., GPO Box 160, Hong Kong. 






| O Yes! Please enter my 13 issue trial order to Asian Markets 

i Monitor immediately so that I can begin to benefit from the 
investment intelligence I will receive each week. 13 issues — 
US$150/£91/HK5$1.170. 


CJ I perfer to order for 52 issues — US$599/£363/HK $4,670. 


You may forward equivalent payment in any convertible cur-. 

rency. 

© I enclose in payment thereof (cheque payable to 
Review Publishing Company Ltd.) Or, please charge my 
credit card (tick one): 


CJ American Express C Diners Club 
C1 MasterCard Li Visa 


Exp. Date ____ | 
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| Property 





| WEALDEN HOUSE 
] FREE RELOCATION SERVICE 
For properties in the U.K. We have a | 
Comprehensive portfolio of properties 
“| throughout the U.K. Full property man- 
|]. agement services also available. | 
i1 Birdbrook, Stonegate, Wadhurst, East 
:| Sussex, England. TNS7EU | 
| Tek 0435 17, Fax: 0892 515789, 
| Telex 9312102325 TWG 














CALIFORNIA 
| Secluded 1300 acre ranch only 2 
f. hours north of San Francisco. Magnifi- 
|| cent estate site. Adjoins Lake Sonoma. 
Vineyard possible. Many recreational 
uses. Contact: Joe White 

4020 Old Barn Road, Healdsburg, CA 
95448 USA. 707-431-5121 









Business Opportunity 











Restaurant/Lounge on Beach, Gulf 
Shores, Alabama. Seats 135; very 
"Viri resort area on Gulf of 
xico: Sango spec- 
facuiar beaches. ross sales 
8650K; increasing annually. $1.1- 
Mil wireal estate. Business invest- 
ment Group: KEN SPENCER, 200 
E. Gov't St, Pensacola, FLA 32501, 
USA. FAX: 904-438-3304, 

















For Sale in U.S.A. 
A floral business plus property | 
and building on the Coast of 
Florida. Well-established since | 
1945. inquire by phone 904-354- 
7945 or 904-731-1187 or write: 
CATANESE FLORIST, 4148 Bir- 
mingham Rd., Jacksonville, FL 
32207, U.S.A. 


Publication 


| SELLING ELECTRONIC 
| DEVICES IN THE USA . . .? 
1 Computers, peripherals, re- 
| ceivers, transmitters, RF de- 
| vices? Electronic Equipment 
| Authorization is practical guide 
| to FCC authorization process 
T for manufacturers & importers, 
4 by US attorney. Includes new 
| labeling rules effective Feb. 
] 1989, tips for avoiding delay. 
|] US$240 (add $10 for air mail). 
+ Order today from: BURNING 
| TREE, INC., 1718 Corcoran St. | 
| NW 44, Washington DC 20009, 
] USA; Fax: 202-483-0952 
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Wednesday 12th April at 3 pm on site. 


CAMERON LODGE 





MLAYL 





CIRCA 1880 





An historic and most gracious colonial homestead surrounded by century old trees in one | 
of Australia's finest private botanical gardens of some 4.2ha(10.5 Acres Approx.) with 
extensive frontage to the Turritable Creek and featuring the classically designed “Temple 
of the Winds" in a tranquil ornamental lake. 


B impressive rosewood panelled 
reception rooms with feature stone 


fireplace 


lil Panelled formal dining area 
ii Glass walled observation room 
@ Expansive conference room 
li Spacious family room (open 


fireplace) 










olessionals 


und & Duntop 
343 Mt. Macedoh Rd, ML. Macedon. 
(54) 26 1266 


| AH. Lindsay Hill (054) 26 1253 
|] o AR. Jobn Dunlop (03) 744 1905 


Notice s 






Readers 

are | 
recommended | 
to make appropriate en- 
quiries and take appropriate 
advice before sending any 
money, incurring any ex- 
pense or entering into a bind- 
ing commitment in relation 
| to an advertisement. The Far 
Eastern Economic Review 
| shall not be liable to any per- 
son for loss or damage incur- 
red or suffered as a result of 
| his/her accepting or offering 
to accept an invitation con- 
tained in any advertisement 
published in the Review. 

















The offering of "Cameron Lodge" represents a rare opportunity to acquire an 
outstanding country estate for the private individual or a retreat for Corporate purposes. 








@ Fitted wine cellar 

B A further three self contained 
residences 

B Tennis court 

B Heated swimming pool 

B Gymnasium 

B Extensive greenhouse 






V; Bailieu — | 
é 8 Knight Frank 
Situ Tide souma 2408788 


AH. Don Leaney (03) 882 4567 $ 
A.H. Damian Taylor (03) 592 5743 5 
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COPYRIGHT REPRINTS 


The combined efforts of the Far Eastern Economic Review's large 
and highly skilled editorial team have made it the premier source of 
information for those who do business, or have an interest, in or 
with Asia. As a testimony to the publication's editorial quality, 
many Review articles have, over the years, been reprinted in news- 
papers, magazines, educational textbooks, newsletters etc 
throughout the world. 


Should you as an editor, publisher or on behalf of an organisation, 


educational establishment etc wish to enquire about our reprint 
and copyright charges, please address your correspondence to: 


Managing Director 

Review Publishing Company Limited 

GPO Box 160, Hong Kong 

Tel: $-8328300 Fax: 5-8345987 Telex: 62497 REVAD HX 


We welcome enquiries from all interested parties and assure you of 
our prompt, individual attention. 






















| Tried and trusted 


| Lim Kim San, a man who has held almost 
| every senior cabinet post in the Singapore 
| Government, became president for four 
_. days recently to receive visiting Taiwan pre- 
| | sident Lee Teng-hui. The current president, 
| Wee Kim Wee, was ill and the usual stand- 
in, the speaker of parliament, was too junior 
| for the role. 

| Lim, 73, put the cat among the pigeons 
at Singapore Press 
Holdings, where he is 
NER -— executive chairman, 

A with his crude at- 
tempts to measure 
“productivity” and by 
keeping a sharpeyeon 
the bottom line. How- 
ever, his defence of 
journalists against 
complaints by minis- 
ters has won him some 
support among the ranks. 

His distinguished public service 
record makes him a formidable master: as 
| minister of national development in the early 
1960s he set up Singapore's successful 
housing programme. He also left his mark 


is concurrently. chairman of the Port of 
Singapore Authority, which superintends 
the busiest port in Asia and one of the most 
efficient in the world. 

As a man with no political ambitions of 
his own who has the complete trust of Prime 
| Minister Lee Kuan Yew, Lim would be an 
ideal successor to Wee as interim president 
— until a constitutional amendment changes 
the post to that of an executive president. 































High stakes in clean sweep 


Henry Bosch, 58, the self-assertive chairman 
of Australia’s National Companies and Sec- 
urities Commission (NCSC), is probably play- 
| ing his most important hand in his effort to 
| clean up the country’s business ethics. 

| If he fails to bring results with his high- 
| profile prosecutions of brokers for insider 
trading and his very public pursuit of wrong- 
doing in the collapse of Rothwells merchant 
bank, he may well lose his fight to derail 
| government plans to replace the NCSC — 


ulatory body. 

Bosch's conviction that he knows best, 
plus his plummy, Oxford-acquired accent, 
has ruffled quite a few feathers in the three 
years he has run the Ncsc. But his utter dedi- 
cation to fair play may well stem from the ex- 
traordinary circumstances of his youth when 
he and his younger brother Edward were the 
subject of a long legal battle — all the way to 
the Privy Council — over the £800,000 Aus- 
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in the fields of finance and defence. He . 


| and presumably himself — with a new reg- . 


- | tralian fortune his elderly father left to Syd- 


PUBLIC EYE 


ney University medical school, disinheriting 
his young wife and sons. In the end, the boys 
were awarded £15,000 each. 


A fur deal in Moscow: 
Kim Jung Wan's family, which runs Jindo 
Furs, has never let ideology interfere with 
business. His father was a successful busi- 
nessman in Pyongyang under Japanese col- 
onisation who parlayed his successful driv- 
ing school into large real-estate holdings. 
After the Soviet Union's liberation of the 
country in 1945, the elder Kim was arrested 
several times for his capitalist activities. The 
Soviets — two generals had moved into the 
family's house, one of the few in the city 
which had flush toilets — warned the family 
they could no longer protect them and the 
Kims fled south to Seoul. Kim and a younger 
brother earned scholarships to college in the 
US. | 
Today, Kim has taken a small step towards 





détente by setting up South Korea’s first joint 
venture with a Russian company. Jindo and 
its Russian partner will open a fur store in the 
Intourist Hotel off Moscow’s Red Square in 
July. The joint venture expects to set up 10 
stores within the next two years and also 
trade furs globally: turnover is expected to 
reach US$50 million in three years. 

For Kim and his three brothers who run 
Jindo — they sell lower-priced furs on the 
line that furs are an “affordable luxury” — 
the aim is tosell one of every 10 furs boughtin 
the world. They now have stores stretching 


from London to Hongkong and annual fur 


sales last year of almost US$120 million. 


A pair of empire builders 


Interest in identical twins Alfredo and Ben 
Ramos is growing with their forthcoming 
challenge for control of Philippine copper 
giant Atlas Consolidated Mining and Deve- 
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lopment Corp. Relatively unknown for 
years, the 45-year-old Ramoses built up the 
small second-hand bookstore of their par- 
ents (Chinese father, Filipina mother) to a. 
highly visible multi-million peso National 
Bookstore chain in Metro-Manila. | 

Of the two, Alfredo is generally regarded 
as the more astute businessman, having en- 
gineered the family's diversification from the 
publishing and bookstore business into un- 
related enterprises such as the Philippine 
Overseas Drilling and Development Corp., 
Vulcan Industrial Corp., and property. It 
was he who convinced Philodrill to bid for 
control of Atlas, a move which has put his 
firm on a collision course with the powerful 
Soriano family. | 

Ben, the intellectual, has stuck to manag- 
ing the bookstore chain. It was Ben's idea for 
the family to set up a newspaper for "the 
thinking class," the Daily Globe. Ben not only 
runs the Globe but also apparently is deter- 
mined to build a publishing empire. 


In the shadow of scandal 


Japan's Recruit scandal has spread so far and 
so fast through the ranks of the ruling Liberal 
Democratic Party (LDP) that Kazuo Aichi, 51, 
is paying the price even for his strictly legal 
donations from the company. 

Aichi, a lower house member, had to 
back out of a prefectural governorship elec- 
tion in Miyagi, northern Japan, after report- 
ers discovered that he had been receiving 
permitted donations from Recruit for some 
years. A local mayor then jumped into the 
race with backing from the opposition 
socialist parties. 

Before the story of Aichi's Recruit funding 
broke, the only other candidate was from the 
Japan Communist Party, whose chances 
were negligible. In his election manifesto, 
Aichi had declared he was determined to run 
at all costs. But the piexy eoi 
LDP leadership felt the | 
mayor was bound to 
win given the furore 
over Recruit and order- 
ed Aichi to withdraw. 
He remains an MP in 
Miyagi prefecture. 

Aichi, who was 
oncea champion skier, 
is noted for his wide- 
ranging contacts with 
foreigners and his tendency to talk out f 
turn. He predicted to a group of foreign jour- 
nalists on the eve of the LDP leadership elec- 
tion in November 1987 that Noboru Takeshi- 
ta would win but would serve only a single 
two-year term — unlike his predecessor, Ya- 
suhiro Nakasone, who served for five years. 
The forecast sounded rash at the time. Now 
itseemslikely to prove all too accurate. m 








A GREAT AIRLINE 


irty-five years ago our fleet was modest; one Dakota named 
azma’. And, as a tribute to our past, we have kept this name 
r one aircraft in our modern fleet. 

t there - the resemblance ends. 
y Kuwait Airways today and enjoy an ultra-sophisticated 
rline coupled with a highly trained crew. 

s a winning formula which equals unsurpassed service when 
pu fly the four continents with Kuwait Airways. 
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THE FINE ART OF FLYING 
by Tabuchi. 


The Liberty Tree 

by Tabuchi. 

To mark the 200th 
anniversary of 

the French Revolution, 
the Japanese artist 
Tabuchi, rendered 
the spirit of freedom 
as a vivid display of 
color and movement. 
Fly with us to France 
and help us celebrate 
an event of a lifetime. 
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THE FINE ART 
M OF FLYING 





THE LIBERTY TREE. 
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Since we arrived in Asia in 1973, we've ‘caused. quite a stir. With 36 perfectly 
positioned hotels in twelve countries, we've recorded the fastest growth of any hotel chain 
in this region. It perfectly matches our profile of being The World’s First Choice. 

Last year, for instance, more people stayed with us worldwide than any other hotel 
chain (we sold over 69 million roomnights). And they all enjoyed our consistently high 
standards of comfort, value and service. 

This year we've got a whole lot more in the wind, with seven new hotels opening 
around the region. Seven more reasons to 


— LOCATION * COMFORT « VALUE ——— — 
choose Holiday Inn first. 


TheWorlds First Choice 


z otday uw 


Golden Mile Hong Kong 


For further information and reservations: 


Contact your travel agent, any Holiday Inn (worldwide) or our Regional Sales Office, c/o Holiday Inn Harbour View Hong Kong. 
TST PO Box: 98468, 70 Mody Road, Kowloon, Hong Kong. Tel: 3-7215161, Tie HX 38670, Cable: INNVIEW. Fax: 34-3117134. 
Holiday Inn hotels in Asia-Pacific: Bangalore « Beijing + Bombay » Chongqing + Colombo « Dalian « Damai Beach « Guilin + 
Hong Kong + Islamabad » Johor Bahru + Kanazawa « Karachi « Kuala Lumpur e Kuching « Kyoto » Lhasa « Manila « Nagasaki + 
Narita * New Delhi « Osaka « Penang + Phuket a Queenstown « Singapore « Sydney's Tokyo + Toyohashi = Xian « Yokohama + 
Opening Soon: Bangkok « Caims « Guangzhou + Shah Alam 
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Next to our business jet, an airline: 
feels positively cramped. 


If you're in a race for an important contract, flying with 
a scheduled airline can really cramp your style. 

You can only go when and where the airline goes. Your 
flight can be delayed, cancelled or diverted. (As can your 
luggage.) 

Even if you set off early, it means setting off half 
prepared. And even in First Class, you cant freely discuss 


your tactics. 

But in the BAe 125/800, you're free of all that. Witl 
an hour or so of notifying the pilot, you can be airbor 
You can use local airfields, nearer to your prospects. 

But can't all business jets make a similar case agai 
scheduled airliners? Yes and no. 

No other mid-size business jet has the 125/80 
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jllity to use unpaved airstrips. Compare this to the brain-cramping conditions inside 
The 125/800 can carry 6 passengers, plus crew, plus its competitors. And youll realise why the BAe 125/800 is 

iggage for 3000 miles in one hop. But rival mid-size the world's best selling mid-size business jet. 

usiness jets cant stretch that far. For further information contact: British Aerospace, 
While on the subject of stretching, the latest 800 has Civil Aircraft Division, Marketing Operations Centre, 

1even more spacious, open-plan cabin. (And you can pack PO. Box 35, Stevenage, Herts SG1 2DG, England. Tel: 

t even more luggage: 65 cu. ft.) 07072-68123 ‘Telex: 826876. 


BRITISH AEROSPACE ( A 


British Aerospace plc, 11 Strand, London 





"Roo ai 5 01 at The Seoul Plaza Hotel 


When Mr. Hubert is town, his friends know where to contact him. 


Things have changed since Mr. Hubert was first booked into the 
Plaza by a Korean friend seven years ago. New buildings have 
sprung up across the skyline. New cars cruise the city streets. 
Even the Plaza itself has changed, with new decor, new 
restaurants and new modern business facilities. 


Ah, and new hotels have been built too. Why then does Mr. 
Hubert return time and again to us? 


“It is, you might say, a sense of refinement, something abstract ... 


something to do with... the people and the place. The Plaza may 
no longer be Seoul's most famous hotel, but it is eminently com- 
fortable and superbly staffed. It is, to be frank, everything I 
need." And that is enough praise for us. The Seoul Plaza Hotel. 
Like staying with friends. 


23-2Ka Taipyung ro Chung ku. Seoul 100-102 Korea 


Tel 771-22 Cable PLAZAHL SEOUL 
Telex K26215 or K24424 Fax (02)756-3610 


LETTERS 


Rushdie the brown sahib 

Authors such as Salman Rushdie are brown 
sahibs from the Subcontinent who take pride 
in their honorary white status and take every 
opportunity to heap ridicule and contempt 
on the beliefs, culture and civilisations of the 
people they have left behind. 

Rushdie's pandering to the West to create 
bestsellers and rake in royalties should be re- 
pudiated by all, especially the West. All this 
is done at the cost of causing pain and an- 
guish to millions of Muslims who feel their 
sacred beliefs profaned by Rushdie's cruel 
pen in The Satanic Verses. 

Itis a feeling of betrayal by this intellectual 
prostitute who has no morality or belief or 
ideology or home and who calls himself a 
Muslim, which deepens the anguish of Mus- 
lims and has led to the deaths of many inno- 
cents. Rushdie should have foreseen that his 
inflammatory book could provoke a violent 
reaction among the believers of Islam of such 
magnitude that it could lead to violence and 
death. He and his publishers are, therefore, 
directly responsible for these deaths. In the 
scale of human worth, are the lives of Mus- 
lims still not equal to that of a white 
man? 

No one has the right to denigrate the 
prophets of the great religions. Rushdie can- 
not hide under the protection of a liberal, de- 
cadent Christian society which has allowed 
its own prophet Jesus, whom we hold in re- 
verence, to be ridiculed and blasphemed 
against, in plays, books, musicals and 
films. 

British duplicity in allowing this insult to 
Islam to be published in the first place means 
it must take full responsibility for this blas- 
phemy. 

Chittagong S. K. ISLAMABADI 


Whenever I read any commentary on Sal- 
man Rushdie's The Satanic Verses, there ap- 
pear to be a concerted conspiracy by jour- 
nalists and writers to plunge to his defence in 
the name of "freedom." But no one seems to 
think of the freedom of millions of people to 
believe in the religion they practise and their 
freedom not to be offended by Rushdie's evil 
fiction. 

Whose freedom is overwhelmingly valu- 
able? The freedom of millions of people 
whose sacrosanct religion has been defamed 
and blasphemed or the freedom of one writ- 
er influenced by considerations of greed, 
materialism and cheap publicity? 

I am not a Muslim but I am opposed to 
this despicable and distasteful blasphemy 
perpetrated by Rushdie, aided and abetted 
by the West. 

Sabah A. BONGKOS 


The Salman Rushdie affair has shown just 
what our world has come to. Nations around 


For Information and guaranteed reservations: ——————— — —————————————————————————————————— 
m SEOUL PLAZA Tokyo Office: Tel. (03) 212-0234 TIx. 2222876 GBC JAP J. Fax. (03) 212-2369 m Supranational Hotel Reservations 
Dusseldorf: Tel. (0211) 35-04-16 London: Tel. (01) 937-8033 m Prince Hotels Inc. Tokyo: Tel. (03) 209-8686 Paris: Tel. (1) 45-79-92-30 m 
Loews Representation international Call Toll Free 800-223-0888/North U S.A./Canada Call Toll Free 800-522-5455/New York State 

m Deiton Reservations Bangkok: Tel. 251-0806 Hong Kong: Tel. 5-216-473 Taipei: Tel. 564-2734 


the globe are succumbing to mass hysteria 
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and bully-boy tactics employed in the name 
of religion. Why are we humouring the call 
for the murder of a man — uncharged, un- 
tried and unconvicted? Does the sheer force 
of mob pressure legitimise what would 
otherwise be categorised as "terrorism"? 

Kuala Lumpur CHAN LENG SUN 





Logging is rarely the problem 

There is rightly considerable concern about 
the diminishing of the world's tropical rain- 
forest, though much of this concern is of a 
self-serving nature. The loss of arid zone 
forest areas can have an immediate effect on 
the quality of life of a considerably greater 
number of people. Unfortunately for the arid 
zone forest, and for the people whose lives 
depend upon it, this forest ecosystem lacks 
the glossy magazine appeal of the tropical 
rainforest. 

The REVIEW will no doubt be printing fur- 
ther articles on this certainly emotive and 
usually confused subject and it might be 
timely to point out that there are lies, 
damned lies, statistics and also figures from 
the development agencies. Agency statistics 
can confuse the professional forester (so 
what chance has the layman?) with vague or 
undefined classifications and totally errone- 
ous statistics: witness the article The disap- 
pearing forests [12 Jan.] which contains 
statistics that are substantially incorrect with 
respect both to Brunei's forest resources and 
their rate of deforestation. 

Brunei is one of the few tropical countries 
to have had its forest resources inventoried 
and mapped in some detail, and as my com- 
pany were the forestry consultants responsi- 
ble for that work perhaps I am reasonably 
qualified to comment. At the end of 1984, 
80% (470,000 ha) of the land area was under 
closed forest: a 58% increase on the article’s 
implied 1984 area of 297,000 ha. Of this total, 
72% was still undisturbed primary forest. 

With regard to the rate of deforesta- 
tion, which your article states as being 
2.2% a year in 1981-85, who knows which set 
of imaginary statistics the World Resources 
Institute used. Certainly, there is not an 
official figure produced by the Brunei Gov- 
ernment nor is there an unofficial one — 
mainly because deforestation is not really a 
problem. 

There has been almost no shifting cultiva- 
tion within the closed forest areas for dec- 
ades — which goes some way to explaining 
why Brunei is still so well forested. Even 
medium-scale agricultural projects, other 
than mechanised wetland rice schemes — 
which are mostly on traditional wet paddy 
areas — do not exist. Most infrastructural de- 
velopment is confined to the more accessible 
coastal areas which are already deforested. 

Most of Brunei's logging is in forest areas 
designated as production forest in per- 
petuity. Tothis end, trees thatare less than 60 
cm diameter may not be felled. The scale of 
logging is indicated by the 1988 annual cut of 
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140,000 nv, all of which was for the domestic 
market. 

Logging of the tropical rainforest in this 
region, and in Brunei in particular, is, by its 
selectivity for certain timber groups, rarely 
responsible per se for deforestation of an 
area. That is left to the land-hungry people 
and governments that wish to supply de- 
mand not so much for timber, but for rubber, 
palm oil, cocoa and so on. 

While Brunei certainly has its forestry 
problems, deforestation is not one of them. 
Bandar Seri Begawan J. D. MARSDEN 





Insult to system of law . 

Singapore Prime Minister Lee Kuan Yew 
used to proclaim the virtues of parliamentary 
institutions and the rule of law. Well, the 
Privy Council in London, his country's high- 
est court of appeal, has issued its verdict on 
the injustice visited on J. B. Jeyaretnam. Can 
a self-respecting democracy and country 
ruled by law ignore its voice? It can only do so 
atits own peril. 

The latest person who dared take on the 
prime minister, Francis Seow, has now been 
tried “in absentia” — a novel procedure 
under the Singapore penal and criminal pro- 
cedure codes, and one which can only be the 
envy of the best banana republic in South 
America. 

What can we make of judicial indepen- 
dence in Singapore or the rule of law? The 
only alternative open to the court in the pre- 
sence of a medical report on Seow from the 
US, which it holds in contempt, is to issue a 
warrant of arrest. Trial in absentia is no part 
of the law in Singapore or the jurisprudence 
of the Commonwealth, and is aninsult to the 
very system of law. 

Another common feature of the rule of 
law is the writ of habeas corpus, but this has 
been unceremoniously and effectively 
abolished in response to the attempt by the 
Singapore courts to uphold the rule of law in 
a rare exercise of judicial independence. 
These events show beyond any reasonable 
doubt that Lee will not suffer parliamentary 
or extra-parliamentary opposition to himself 
or his government. 

Perhaps Lee should consider crowning 
himself as king or emperor of Singapore, so 
that the question of constitution, rule of law, 
equality and succession can be disposed of 
once and for all. It is also in keeping with the 
teachings of Confucius. 
Singapore TGG 
The attitude of the Singapore Government 
towards justice reminds me of a speech 
delivered in parliament by former chief 
minister David Marshall about Lee Kuan 
Yew in April 1962: “This is the democracy 
of the prime minister: ‘I believe in demo- 
cracy so long as it is advantageous to me. 
But when democracy does not support me 
then democracy is a criminal activity, a crimi- 
nal folly which must be suppressed’.” Sub- 
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stitute the word “justice” for “democracy” 
and you have Lee's treatment of J. B. Jeyaret- 
nam, 

The prime ministers decision after 
Jeyaretnam's victory, to do away with ap- 
peals to the Privy Council, a court of justice 
independent of the Singapore executive, 
seems to indicate that his attitude towards 
justice is no different from his attitude to 
democracy. 


Singapore ‘INJUSTICE TO NONE’ 


Mutual hopes of new generation 

There is no such thing as eternal enmity. 
India and Pakistan have so muchin common 
that the rest of the world sometimes finds it 
hard to understand why they are in per- 
petual confrontation. There are many 
reasons for this state of affairs: the legacy 
of history, superstition and prejudice. The 
Hindus of the Subcontinent have borne sub- 
jugation for 1,000 years and the Muslims 
have been victims of foreign domination for 
more than 150 years. The mentality of the 
peoples have been polluted by alien domina- 
tion. 

In the last decade, Pakistan was very 
poorly represented by an inept military 
ruler whose mediocre understanding of the 
political dynamics contributed a cloud of 
confusion to the already cold relations. 
With this historical backdrop, the meet- 
ing of Pakistan’s recently elected Prime 
Minister Benazir Bhutto and Indian Prime 
Minister Rajiv Gandhi in Islamabad was of 
historic dimensions, even though the meet- 
ing’s agenda did not include the fundamen- 
tal disputes of the two adversaries. The 
Islamabad summit was an act of faith which 
demonstrates that a stalemate is not a per- 
manent reality. 

The people on both sides of the border 
have a genuine desire to improve relations 
with each other. This feeling of goodwill is 
generally not reflected in the media, which 
plays a negative role. But Bhutto and Gandhi 
truly represent the hopes and aspirations of 
the new generation of modern Pakistan and 
India. 


Markham, Ontario M. JAVED AKBAR 


The pusillanimous president 

Did President Bush bone up on Confucian- 
ism before his recent trip to Asia? His atten- 
dance at Hirohito's funeral and his silence 
about human rights in China came straight 
out of Analects 2:24: "To pay respects to a 
spirit not one's own is obsequious; to see 
what is right and not do it is pusillanimous." 
Taipei PETER EBERLY 





Correction 

The profit of M$2.08 million reported for Malayan 
Cement (REVIEW, 2 Mar.) was for the parent and 
subsidiary company only. Group net profit was 
M$19.3 million. 
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With erstwhile 
opponents supping 
together across Asia, 
the past year's round 
of diplomatic activity 
adds up to a major 
turning point for East 
Asia comparable to 
former US president 
Nixon's 

——————— IÉSDBSAUC.V breakthrough with 
China in 1972. Lagging economic growth 
and technological prowess have propelled 
Soviet President Gorbachov's initiatives to 
reduce international tensions, while China 
and new Asian industrial powers have their 
own reasons for responding. The new 
diffused power-play in Asia, writes 
Washington bureau chief Nayan Chanda, 
already sees the US threatened with a 
marginal role and its grip on strategic 
technology flows weakened. Moscow's 
current mood of iconoclasm about military- 
based policies also gives Gorbachov the 
opening to a sacrificial gambit towards 
Japan, as the US struggles to keep 

the upper hand in its partnership with 
Tokyo. 30 Cover illustration by Jeffrey Leung. 
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Premier Liand his cabinet colleagues unveil 
an austerity plan at the NPC session. 
Anticipating negative reactions from 
delegates, the authorities tighten controls 
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Spratlys Engagement 

A skirmish occurred between a Chinese 
warship and a Philippines navy ship in 
waters around the disputed Spratly Islands 
in the South China Sea last month. They 
exchanged gunfire, causing minor damage 
toeach ship. Diplomats said the clash arose 
from “confusion over the rules of 
engagement” rather than any new moves 
in the territorial dispute. 


Unproductive Pressure 

A visit to Moscow by a large group of South 
Korean businessmen, which was 
scheduled to take place this month, has 
been delayed by Seoul. Some Soviets 
believe this is an attempt to pressure them 





ina’s leaders at the NPC (10). 


on domestic reporting of the country’s 
problems 10 


Burma : Communists 
Ethnic minorities revolt against the 
Burmese Communist Party leadership 12 


South Korea: Referendum 

President Roh calls off a promised 
plebiscite, but moves to mend ties with the 
opposition 12 


Singapore : Labour 

The government clamps down on illegal 
foreign workers, a move that upsets 
Thailand 13 ; 


Thailand : Defence 

The army gains offensive capability in the 
course of a modernisation drive aimed at 
deterring the potential long-term threat 
from Indochina 19 


to move further towards diplomatic 
relations, following Hungary’s example. 
However, there is no chance that Moscow 
will alter its current stance favouring 
enhanced economic relations only, and the 
visit is likely to take place in April or May 
instead. 


Terrorist Turbulence 


The radical Arab terrorist group, Abu 
Nidal, is thought by Philippine security 
officials to be still using Manila as a logistics 
base, despite the arrest and quiet 
deportation of five of its members in late 
1987. The five were Jordanian nationals, 
believed to be with the political wing of the 
pro-Palestinian group. The Philippine 
security officials and their Western 
counterparts who monitor Abu Nidal 
believe that some Manila-based terrorists 
escaped the 1987 swoop and that at least 
one of them continues to visit the 
Philippines, which is attractive to the group 
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Australia : Environment 
Environmentalist pressure on the federal 
government toimpose strict waste disposal 
standards on a proposed pulp plant in 
Tasmania ends with a foreign partner's 
withdrawal 21 


Refugees : Asean Closes Door 
Asean countries deny Indochinese boat 
people automatic refuge and will screen 
genuine refugees from economic 
migrants 24 


Subcontinent : Troubled Ties 

After months of tension between the two 
countries, India puts Nepal on notice that it 
wants new terms to govern their trade 
relations 26 


China: Foreign Relations 

Peking and Bangkok reassert a unified 
stance on Cambodia following a hardening 
of Hanoi's position and that of its allies in 
PhnomPenh 27 


Pakistan : Politics 

The opposition deals a stinging blow to 
Prime Minister Bhutto, while unrest stirs 
among her own allies 28 


Arts and Society 


India: New Delhi 

The key to the Indian heartland, once 
dubbed "a bastard city conceived without 
passion," has metamorphosed into a 
glittering megalopolis, with attendant 
problems 40 


and also members of the Japanese Red 
Army terrorist organisation, because of its 
comparatively lax immigration 
restrictions. 


Suharto On The Move 


Indonesian President Suharto's travel 
plans this year will include a trip to New 
York to receive a UN population award in 
September. Suharto, who last visited the 
US in 1982, has no plans at present to visit 
Washington, though the US Embassy in 
Jakartais lobbying hard to have him fitit in. 
This year, Suharto willalso pay his first visit 
to Moscow and attend a non-aligned 
meeting in Belgrade. 


The Space Wars 

Thebalancein the competition between US 
and European companies to capture 
Indonesia’s lucrative satellite-launching 
contracts tipped in favour of the European 
Space Agency (ESA) recently, with the visit 
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China's markets 48 
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Manila seeks improved trade links with. 
Moscow 48 


indonesia : Taxation 


The government turns to indirect taxes i in a 
bid to raise much-needed revenue 50 — — 
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Doubts surround Jakarta's plans for the 
. rapid development of a pereo 
industry 52 


of Indonesia's prospective astronaut 
Pratiwi Sudharmono to the agency's - 
launch site in French Guyana. Pratiwi's 
visit to the facility, even though the EsA's 
 Arianne rocket is unmanned, prompted 
concern in the US camp, and Pratiwi was 
invited to the US Embassy in Jakarta on her 
return for a chat about her impressions. 


Second Thoughts 
Soviet diplomats in 
Manila are becoming 
increasingly 
concerned at the 
prospect of 
Philippines President 
Corazon Aquino 
calling off her 
proposed visit to 
Moscow this year. 
When Soviet Foreign 
Minister Eduard Sharvardnadze visited 
Manila in December, he apparently was 


Aquino. 
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assured that Aquino would go to Moscow 
in mid-1989. Philippine Foreign Secretary 
Raul Manglapus is due to visit Moscow in 
May to pave the way for the visit. But 
Aquino has since announced that she will 
visit Western Europe in July, the month 
when it was thought she might travel to 
Moscow, and Soviet officials now fear the 
trip might be postponed until 1990 or called 
otf altogether. 


Spiking Separatism 

The Thai army is setting up a number of 
Thaksin Pattana (Southern Development) 
teams to counter a security threat posed by 
Islamic fundamentalist and separatist 
remnants in the Muslim-dominated 
southern provinces. Possessing some 
civic-work and security capability, the 
teams will “show the flag” and try to instil 
Thai patriotism among the Muslim 
populace. They are understood to be a 
transformation of the Santi Nimitr (Dream 
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of Peace) units which were active through 
the mid-1980s in the crucial task of 
eliminating communist fronts in the 
lowlands. 


Broadcast Battle 


US negotiators are understood to be 
prepared to take a flexible attitude towards 
easing their domination of some of the best 
parts of the South Korean television 
broadcast band. The issue of US armed 
forces television attracted public attention 
in the wake of US President George Bush's 
visit. The US is evidently prepared to move 
the channel to a UHF frequency or perhaps 
even cable, but the South Koreans have not 
presented a negotiating position. Cost is 
likely to be a sticking point with the station, 
just as it will be in the eventual relocation of 
the Yongsan military base currently in 
central Seoul, with the US expected to press 
South Korea to pay for any changes in the 
current arrangement. 
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CHINA 1 


Premier Li calls for austerity, sacrifice 


Tighten your belts 








By Robert Delfs in Peking 








he atmosphere was strained at the 

opening of this year’s National 

People’s Congress (NPC). In recent 

years, the annual event had be- 
come an occasion for the government to con- 
gratulate itself for its achievements of the pre- 
vious year and announce strategies for yet 
more progress in future. But the message for 
this year — and the next — is austerity and 
sacrifice, more spending cutbacks and 
tighter controls over an economy which has 
accelerated out of control. 

Still, some key sectors will escape the full 
impact of the austerity drive. Education 
spending is to be increased 15% in 1989 to 
Rmb 37.4 billion (US$10.05 billion), Premier 
Li Peng said in his NPC report, and aid to ag- 
riculture will rise 12% to Rmb 17.4 billion. 

Budgeted funds for defence will also in- 
crease 13% over 1988 expenditures to Rmb 25 
billion. This figure, however, represents 
only a third of actual military spending. Li 
called on the People’s Liberation Army to 
“continue to subordinate itself to the overall 
interests of national economic develop- 
ment.” 

But Li stressed in his report that China 
must continue the austerity programme of 
“improving the economic environment and 
rectifying the economic order" adopted at 
the third Chinese Communist Party Central 
Committee plenum in September 1988. The 
main proposals for achieving these goals — 
reducing total demand through steep cuts in 
fixed-asset investment and tighter controls 
over consumption funds — echoed General 
Secretary Zhao Ziyang’s address to the Sep- 
tember plenum 

But Li's NPC report provides a clearer idea 
of how the austerity programme is to be im- 
plemented, with further details contained in 
Vice-Premier Yao Yilin’s NPC address on the 
country’s draft 1989 state plan. Li’s report 
also candidly discussed what went wrong 
with the economy last year and why. 

China's leadership, Li said, was "too im- 
patient for quick results” and “often lacked a 
full understanding of the arduousness and 
complexity of reform and so failed to estab- 
lish in time a system of macroeconomic regu- 
lation and control when we persisted in de- 
centralising power and invigorating the 
economy.” The premier added: “We recog- 
nised the importance of price reform but did 
not take into full account the endurance of 
the state, the enterprises and the masses.” 


10 


During the readjustment, “both govern- 
ment and people should be mentally pre- 
pared for a few years of austerity,” Li said. "If 
we set a good example and explain clearly to 
the people the need for tightening their belts, 
they will surely understand and support it.” 

Few would question the need to slow 
down China’s overheated economy — GNP 
growth was just over 11% last year in terms 
of comparable prices, according to official es- 
timates, and industrial output climbed al- 
most 21%. Nor is there any doubt that suc- 
cessive years of rapid industrial growth have 
been fuelled by excessive growth in invest- 


Li: austerity meagadác 


ment or that last year's 1876 retail inflation 
was in large part due to excessive consump- 
tion funds. Both institutional spending and 


average wages — not including extra 
bonuses in the form of goods — climbed 
more than 20% last year. 


The question is whether the Chinese 
people are really ready to accept a prolonged 
period of austerity even if — as Li indicated 
— the reasons were clearly explained to 
them. There is as yet little sign that the coun- 
try's various fragmented and entrenched re- 
gional and bureaucraticinterests will agree to 
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accept their share of cuts or concede control 
of economic resources. "If everybody refuses 
to give up his vested interests in favour of the 
interests of the whole," Li warned, then the 
improvement-rectification programme will 
exist "only on paper." 

Quite possibly this will be the case. Yao's 
report acknowledged with dismay that re- 
gions and localities are still taking a “wait- 
and-see” attitude. To date some 18,000 pro- 
jects have been suspended or deferred, Yao 
said, but localities have been able to avoid 
freezing projects that should be frozen and 
“a large number of projects already stopped 
will possibly be resumed.” 

Local governments and enterprises 
which have seen past retrenchment cam- 
paigns collapse, at considerable cost to those 
who attempted or were coerced to comply, 
“are now posed to make a move,” an 
economist was quoted as saying in the Eco- 
nomic Daily on 7 February. “All they need is 
some signal.” 

Itis also unlikely that the burden imposed 
by austerity measures will be shared equally 
among the people, with potentially even 
more serious political consequences. “When 
things got bad in the early 1960s, everybody 
was affected — even Mao himself,” an 
economist explained. “Psychological toler- 
ances were higher then because the party 
really shared the people’s weal and woe. But 
now cadres live luxurious lives. There is no 
way to cut their consumption, so ordinary 
people will resist too.” 


ome local leaders are already trying 
to distance themselves from the au- 
sterity programme, some inside 
sources say, but the programme 
must continue. China is coming down from 
a five-year boom, in which annual industrial 
growth over 1983-89 averaged more than 
14% annually, simply outrunning growth in 
supply of energy, transport, infrastructure 
and key raw materials. 

It is impossible to say to what extent the 
slowdown in industrial growth reported for 
the past three months is actually due to the 
new austerity policies, as Li's report claims, 
or is a result of now critical shortages of elec- 
tric power and raw materials. About a third 
of the country’s industrial capacity is now af- 
fected by power shortages, with increasing 
numbers of factories having been reduced to 
five or even three days operation a week 
since the second half of last year. 

But China’s economy has not merely 
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grown bigger. 
changes have taken place. Rapid growth of 
collective and private enterprises has led toa 
sharp decline in state-owned enterprises’ 
share of total industrial output, slipping from 
80% to only 64% over the past decade. The 
increasing complexity of emerging commer- 
cial and financial networks has outstripped 
the capacity of state financial and economic 
planners to even monitor and understand — 
much less manage — China's fast-changing 
economy. These changes make it doubttul 
that restoring economic order by simply re- 
building the old  command-planning 
mechanisms will be economically or politi- 
cally feasibile. 

In investment credit, finance, taxation 
and pricing, “we shall pursue a policy of 
favouring the superior over the inferior, as- 


Fundamental structural 


sisting those that need to be strengthened 
and restricting those that need to be curbed 
or banned," Li said. Thus, Li continued, “we 
shall be able to rationalise the entire eco- 
nomic structure and make optimum alloca- 
tion of resources." 

This, of course, is a vain dream. Although 
elsewhere Li pays lip service to the phrase 
"deepening reforms," he clearly abandons 
in his NPC address the goal — adopted 
at the 13th party congress in 1987 — of an 
economy with "the state regulating the 
market and the market regulating the enter- 
prise." 

The austerity programme is explicitly 
committed to protecting the jobs, income 
and purchasing power of urban residents — 
or atleast state employees. The rural sectoris 
expected to absorb all those who lose jobs in 





CHINA 2 


The party puts the lid on criticism 


Speak no evil 


O fficials have tightened controls over 


delegates to and media coverage 

of the current sessions of the Na- 
tional People's Congress (NPC) and the 
Chinese People's Political Consultative Con- 
ference (CPPCC) to prevent them from being 
used as platforms for criticism of the gov- 
ernment. They are also determined to forbid 
dissident intellectuals from using the occa- 
sion to launch new campaigns for liberal re- 
forms. 

To cultivate a "harmonious" atmosphere 
at the sessions, the party is using a mix of ap- 
peals, strict administrative directives and 
outright suppression of those who do not 
cooperate. It has called on delegates to be pa- 
tient and to present a united image during 
these times of a troubled economy and re- 
sulting social unrest. Domestic journalists 
have been ordered to show restraint and to 
be selective in their reporting. 

In addition, the party has stepped up 
surveillance of dissident intellectuals and 
. promptly intervenes when criticism of the 
party or government escalates to concrete ac- 
tions. Itis also seeking revenge against those 
who have defied the official line too often. 

The Shanghai-based World Economic 
Herald's request to cover the NPC and CPPCC 
was rejected, apparently because of its liberal 
reporting. A bookshop which helped distri- 
_ bute a new liberal magazine, New Enlighten- 
ment, was recently ordered to close. And a 
week before the two congress sessions 
opened, officials broke up the launching 
party of a new progressive publication, 
Ideologist. 
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The party's current nervous conser- 
vatism contrasts sharply with its relaxed and 
open posture during last year’s NPC and 
CPPCC meetings — regarded as the most lib- 
eral in recent memory. The earlier sessions 
were a time to celebrate after the reformists' 
victory at the 13th party congress and to con- 
duct some small experiments in democracy 
and open-style government. The occasion 
was also used to whip up morale for further 
reforms. 

Officials want the current congress ses- 
sions run tightly and smoothly, as they 
smell trouble from a public growing angry 
with corruption and inflation spawned by 
reforms out of control. Peking is particu- 
larly worried that a few defiant delegates — 
such as outspoken CPPCC member Xu 
Simin, publisher of the Hongkong-based 
Mirror magazine — will express highly criti- 
cal views as they did last year. It would take 
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failed township and village-run enterprises — 
as well as several million contract workers _ 
who have been laid off from urban construc- 
tion jobs and told to return to their villages. 
Not surprisingly, many of these workers are 
flocking to such fast-developing areas as 
southern Guangdong province in search of 
new jobs. 

It would also be a mistake to interpret 
these policies as primarily reflecting personal 
or ideological struggles among the leader- 
ship. The imperative to wrest back control of 
the economy is clear and urgent. Lacking 
conventional mechanisms to control money =) 
supply, wages and the supply of and de- | 
mand for credit, the government is resorting _ 
to mandatory state planning because it is the 
only means of macroeconomic control it == 
knows. " 





only a few bold speakers to encourage — ^ 
others, who had a taste of democracy last 
year, to follow suit. dum 
In the name of security, congress organis- 
ers have discouraged Xu and others like him |... 
from talking to the media and other obser- © 
vers. A few CPPCC members have also been ^ - 
asked specifically not to raise certain sensi- 
tive issues. Well known CPPCC member Qian 
Jianqu, whose critical speech received many 
rounds of applause at the meeting last year, 
has unaccountably taken sick leave. 
Controlling coverage of the events this 
year by the foreign media is difficult. On the 
one hand, officials want to project a busi- 
ness-as-usual image but, on the other, they 
do not want foreign reporters to collect and 
report too much information of the reforms 
negative impact. So while Peking is allowing. __ 
hundreds of foreign reporters tocovertheof- — . 
ficial events and is arranging press confe ^. 
ences with top officials and groups of dele- ^. 
gates, at the same time it discourages one-on- 
one interviews, which are more difficult to 
orchestrate. VE 
Reporters from Hongkong and Taiwan, |... 
among the most energetic members of the 
visiting press corps, jointly submitted a peti- 
tion to congress organisers criticising the 
rough treatment they have allegedly suf- — 
fered at the hands of Chinese staff seeking to 
prevent them from interviewing delegates. _ 
These encounters are perhaps a sign of- 
things to come when Taiwan journalists - 
open up permanent offices in Peking, asthey | 
hope to do later this year. y 
Under the party's watchful eye, the 
domestic press has been especially submis- 
sive in recent months. The People's Daily and _ 
the Economic Daily, China's two main official - 
organs, have faithfully followed Peking’s — 
line on the congresses. Last year, both news- 
papers carried, in addition to the official line, . : 
the critical views of some delegates. Mean- 
while, the fiercely independent World Eco- 
nomic Herald called for greater openness and 
more press freedom on the eve of the con- 
gresses. " 













BURMA 


Guerillas break away from communist party 


Rebels with a cause 


—— EP — —————————————————————————— anton 


split has occurred within the ranks of 
A the insurgent Communist Party of 

Burma (CPB), according to reports sent 
to the REVIEW by rebellious guerilla units in 
Burma's Shan state. Ethnic Kokang Chinese, 
Wa and Shan troops of the CPB have broken 
away from the party, discarded Marx- 
ism-Leninism and set up the Burma National 
Democracy Front (BNDF), the sources 
said. 

On 12 March, Kokang Chinese units led 
by Pheung Kya-shin took the first step and 
openly challenged the CPP's central leader- 
ship. Other ethnic units soon followed and 
two days later, the combined force reported- 
ly took over the CPB's northern bureau head- 
quarters at Mong Ko near the Chinese fron- 
tier in northeastern Shan state and the BNDF 
was formed. 

The exact strength of the breakaway rebel 
army is not yet known since reports from the 
area are still sketchy. However, military ana- 
lysts estimate that more than 90% of the CPB's 
total of 12-14,000 troops come from these 
ethnic groups, with the vast majority being 
tribesmen from the rugged Wa Hills in east- 
em Shan state. 

These rank-and-file troops have always 
been driven by ethnicity and general anti- 
government sentiments rather than ideol- 
ogy. Nearly all of the CPB's military com- 
manders are also from these minority 
peoples, with ageing, Burman Marxist- 
Leninists only as political commissars at- 
tached to the various units. Some of the latter 
have been arrested by the rebellious troops, 


^. Shan state sources said. 


Apart from Pheung Kya-shin, the rebel- 
lion within the CPB is also reportedly backed 
by several Wa officers as well as the stra- 
tegically important, Shan-dominated 768 
Brigade in the hills north of Kengtung. Its 
commander, Sai Noom Pan, is a Shan 
Roman Catholic and a former student ac- 
tivist from Rangoon who took to the jungle 
after the first military takeover in Burma in 
1962. His deputy, Michael Davies, is a 
Welsh-Shan rebel chieftain who also is well 
known in the Kengtung area. 

Although long-time military command- 
ers of the CPB, neither of them ever joined the 
actual party. The duo in late September 1988 
managed to capture the town of Mong Yang, 
hold it for a few days and — according to mi- 
litary attachés in Rangoon — inflict heavy 
casualties on the government's forces. 

Pheung Kya-shin's younger brother, 
Pheung Kya-fu, is one of the CPB’s most in- 


fluential frontline commanders, and his son- 
in-law, Lin Ming Xian, commands the CPP's 
815 Region near the Lao border. They may 
also back the new BNDF, the sources say. If so, 
this would leave the CPP's ageing leadership 
at their Panghsang headquarters on the 
Chinese border without any military back- 
ing. The new front says it adheres to “mullti- 
party democracy" and federalism and that it 
backs the National Democratic Front (NDF) — 
an umbrella organisation comprising 10 eth- 
nic anti-Rangoon resistance armies — as well 
as the student-led pro-democracy movement 
in the towns and cities of central Burma. 

The cps’s Mong Ko-based northern 
forces — the core of the new BNDF — have 
launched several campaigns against govern- 
ment troops since the military takeover in 
Rangoon on 18 September 1988, often in 


cooperation with ethnic Shan and Kachin 


rebel armies of the NDF. The fiercest battle 
took place on 13 December at Kongsa east of 
Kutkai, when they wiped out an entire col- 
umn of the Burmese Army, killing 106 men, 
wounding 17 and capturing 15. During the 
fighting — which went unreported in the of- 
ficial Burmese media — the rebels confis- 
cated about 100 weapons, including mortars 
and machine guns, as well as nearly 200,000 
rounds of assorted ammunition. 

However, analysts say China's reaction 
to the unprecedented move is crucial for the 
future of the new front. During the period 
1968-78, China gave massive support to the 
CPB. But following Deng Xiaoping's rise to 
power in Peking and the adoption of a new 
Chinese foreign policy, relations with the or- 
thodox, Maoist CPB have been kept consider- 
ably more low-key. 

Even so, the cpp still depends on China to 
supply rice and other rations to its troops. 
Tax on the cross-border trade in various con- 
sumer goods provides the party — and the 
army — withits main income. The new front 
would have to seek a similar working re- 
lationship with the Chinese across the bor- 
der. a 





SOUTH KOREA 


Roh calls off referendum on his presidency 


Changing course 


€ M SARA NA yh NN aaa e an P 


peculation — even tension — had 
been mounting in Seoul for weeks, 


and when President Roh Tae Woo 
appeared before a nationwide television 
hookup on the morning of 20 March, most 
South Koreans were ready for him to an- 
nounce the date of a referendum vote to test 
his year-long presidency in April. 

Instead, Roh said he was calling off the 
plan for holding a plebiscite so as to avoid 
worsening the conflict with opposition par- 
ties. 

A national referendum at this time would 
only divide the people and exacerbate the 
ruling party's relations with the opposition, 
Roh declared. He said he would come up 
with a new timing and new method to test 
the popularity of his leadership and govern- 
ment. He did not say when this would be or 
what form it would take. 

But in a background briefing, a presiden- 
tial staff member who asked for anonymity, 
expressed doubt over the wisdom of using a 
referendum to test confidence in the presi- 
dent. As Roh did in the speech, he raised the 
constitutional provisions expressly limiting 
such plebiscites to issues relating to national 
destiny — such as major foreign-policy 
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changes, an agenda agreed by the national 
assembly or matters pertaining to territorial 
division. 

The assertion cast new doubt on Roh's 
willingness to accept the referendum as 
a test of his performance, sparking some 
criticism that he might have been luke- 
warm to the idea from the beginning. Appa- 
rently, he was. For according to the staff 
member, a referendum cannot be used as a 
vote of confidence. If that is true, Roh has 
backtracked on his own campaign promise a 
year ago to give the voters a chance to con- 
duct a mid-term assessment of his perform- 
ance. 

While that opened up more violent pro- 
tests by student radicals and hardline dissi- 
dents campaigning to oust Roh from office, 
the new line indicated that he might yet seek 
to back his pledge for a mid-term assessment 
by having it done through the national as- 
sembly. Thus, on the surface, his speech was 
dearly an anti-climax, coming at the end of 
weeks of preparation pointing to a referen- 
dum next month. 

In exchange for cancelling the referen- 
dum, however, Roh was offering some car- 
rots to opposition parties by saying he was 
ready to break the impasse on investigating 
charges of corruption and abuse of power 
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under the previous government. This raised 
the prospect of former presidents Chun Doo 
Hwan and Choi Kyu Hah being required to 
appear before limited parliamentary hear- 
ings in the future. 

In the past few weeks, DJP and opposi- 
tion figures have been talking discreetly 
about the ground rules for bringing the 
former heads of state to some sort of assem- 
bly hearings. Under the first formula, Chun 
and Choi might be questioned in camera by a 
group of four legislators, one from each 
party. If that were unacceptable, the hear- 
ings could be held outside the assembly, 
probably at their homes, again by a delega- 
tion of four. 


nder both situations, Chun and Choi 

i | would provide one answer to each 

question without cross questioning 

or repeat questions allowed; and in both in- 

stances, their appearances could be recorded 
by a single television crew. 

Roh made no mention of these ideas in 
his speech, but the fact that he said the pace 
of investigation into Chun's regime should 
increase has raised hopes they may receive 
more serious attention in the weeks to come. 
The ideas have been floated by Kim Dae 
Jung's Party for Peace and Democracy, 
the largest opposition group, and Kim 


Young Sam's Reunification 
and Democracy Party (RDP). 

The focus of Chun's tes- 
timony will be on his role in 
the bloody suppression of 
the Kwangju uprising in 
1980, and disposal of funds 
he collected for the Ilhae Re- 
search Foundation. Choi will 
be asked to clarify how his in- 
terim presidency was passed 
on to then army general 
Chun before the Kwangju 
uprising. 

Except for their radical 
fringes, virtually all opposi- 
tion parties have welcomed 
Roh's decision to eschew a 
major showdown with the opposition at this 
stage, as the urban middle class are begin- 
ning to tire of endless labour strikes and cam- 
pus violence. It was a no-win situation for all 
parties — if Roh won the referendum, it 
would have immeasurably strengthened his 
hand in dealing with anti-government chal- 
lenges. 

If helost, the ensuing political crisis could 
raise the spectre of a rightwing army coup — 
a possibility highlighted by the abrupt resig- 
nation of government administration minis- 
ter Kim Yong Kap on 14 March. Kim, 52, are- 





SINGAPORE 


Clampdown on foreign workers annoys Thailand 


A touch of the stiek 








By N. Balakrishnan 
T ough Singapore legislation on illegal 








overstayers, which from 31 March 
will provide for a mandatory three 
strokes of the cane and three months' impri- 
sonment, has created an uproar in Thailand, 
source of a substantial number of the work- 
ers. The caning has been a particular emo- 
tional issue: Singapore police sources say 
that just one stroke of the rattan has been 
known to make tough men faint and that the 
wounds take more than a week to heal. 
Faced with a Singaporean labour force 
that is growing only very slowly, the govern- 
ment has changed the laws to make three- 
shift work legal and has been trying to pro- 
mote the hiring of housewives and retirees to 
maximise the available supply of labour. But 
the boom industries of Singapore, electronic 
assembly and construction, require young 
girls with nimble hands, and strong men. 
Singapore has thus used foreign labour to 
iron out the swings of the business cycle. But 
as Minister of Trade Lee Hsien Loong put it: 
“If the number of foreign workers increases 
without restriction during booms and does 
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not shrink back . . . in a recession, the buffer 
becomes a ratchet." Lee estimated that about 
three points of Singapore's 11% GDP growth 
in 1988 was due to foreign labour. But he 
added that Singapore would rather have 
slower economic growth without foreign la- 
bour than higher growth with it. 

About 1676 of the 1 million labour force 
currently is foreign, still a long way short of 
the 25% limit set by government policy, 
but one possible reason for the renewed 
crackdown on illegal workers may be the ex- 
pected slowdown in the growth of the econ- 
omy to 6%. 

Singapore has always been tough on for- 
eign workers, despite the fact that they take 
jobs Singaporeans are unwilling to do. A law 
passed in 1984 imposed a six-month jail term 
for illegal immigrants and provisions to evict 
from public housing any Singaporeans har- 
bouring illegals. Those on work permits are 
not allowed to marry without prior permis- 
sion and women are required to undergo 
pregnancy tests every six months. 

To prevent sub-contracting, the onus is 
on employers to prove they did not employ 
any illegal immigrants found on their prem- 
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Roh: pressure. 


= tired army colonel, has 
“voiced the views of military 
hardliners urging Koh to link 
his presidency with the ref- 
erendum’s outcome, thus 
helping to precipitate a crisis. 

Kim Dae Jung more than 
anybody else has been con- 
cerned by this development, 
and he welcomed Roh’s 
speech as a “triumph of the 
majority view seeking demo- 
cratic reforms in the midst of 
stability.” 

Even his archrival Kim 
Young Sam, abruptly stop- 
ped short in his campaign for 
a referendum boycott, 
grudgingly accepted Roh's speech by saying 
he wanted to move ahead on the issue of the 
Chun hearings. According to RDP insiders, 
he seemed relieved that a potential embar- 
rassment had been removed. 

In the final analysis, by successfully resist- 
ing pressure from the Right in his own camp 
and providing a channel for the two Kims to 
save face, Roh seemed to have emerged as 
the final victor. It almost looked like a repeat 
of his 1987 performance, when his stunning 
acceptance of a direct presidential poll led to 
his successful election. = 


ises. One reason employers risk using illeg- 
als is to avoid paying the S$220 (US$114) a 
month levy for each foreign worker. 

The government does not release a na- 
tional breakdown of legally admitted foreign 
workers, but they are believed to come 
mainly from Malaysia, Thailand, the Philip- 
pines and Sri Lanka, with a small number 
from India, Bangladesh and even China. 
Among the illegals, Malaysians and Thais 
are thought to predominate. 

The new Singapore legislation will apply 
to those who have overstayed more than 
three months. In Thailand, which does not 
use corporal punishment, Deputy Interior 
Minister Watana Assawahem was reported 
as saying that caning was not a practice fol- 
lowed by “civilised countries.” He appealed 
for some form of bilateral treaty to regulate 
the flow of Thai labour, but Singapore was 
thought unlikely to agree to this. 

An amnesty by the Singapore Govern- 
ment appears to have averted a showdown 
over the issue. About 10,000 Thai illegal im- 
migrants — more than the 2-3,000 thought 
by the Thai Embassy to be in the country — 
were expected to give themselves up for re- 
patriation by the end-of-month deadline, an 
embassy spokesman said on 21 March. 

Singapore is reluctant to enter into bila- 
teral treaties, for fear of losing the flexibility 
provided by its current foreign labour policy. 
And as long as its wage levels continue to be 
many times that of its neighbours, Singapore 
can continue to dictate the terms on which it 
will accept or reject foreign workers. * 
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North Koreans welcome 
Japanese initiative 

> The North Korean Embassy in Peking 
has said it welcomes recent Japanese 
attempts to improve relations with its 
country. The statement was the first by any 
North Korean official source since Japan 
began to make gestures towards Pyongyang 
in the summer of 1988. The comment 
followed a Japanese Foreign Ministry 
statement on 16 March that Japan wanted to 
“clarify its position on the past” and would 
do so in a proposed answer to a 
parliamentary question on Korea. On 20 
January, Japan had expressed regrets about 
its war-time and pre-war record in Korea, 
but the statement drew no response from 


Pyongyang. 


Fiji fails to extradite 

alleged gun-runner 

» Fiji said on 21 March it was considering 
whether to appeal a London magistrate's 
decision not to send a Fijian-Indian alleged 
gun-runner back for trial. Fijian Solicitor- 
General Filimone Jitoko, appointed after the 
1987 military coup which eventually 
resulted in Fiji declaring itself a republic, said 
the court's decision not to extradite 
Mohammed Rafiq Kahan was “to be 
expected.” Fijian authorities alleged that 
Kahan masterminded the shipment of 
Czech-made arms to Fiji in April 1988 which 
was intercepted in Sydney harbour. Kahan 
fled Australia and was arrested in Britain in 
July 1988. A further 21 men accused of 
involvement in the gun-running will go on 
trial in Fijion 1 May. 


Communal violence breaks 
out in Bougainville 


> The Papua New Guinea Government . 
has sent riot police and 30 troops to the 
copper-rich island of Bougainville, which is 
in danger of collapse following an outbreak 
of inter-communal violence. So far there 
have been five people killed and several 
wounded, plus renewed arson in which a 
sawmill, the local airstrip terminal and one 
aircraft were destroyed on 20 March. The 
limited curfew which has operated for two 
months since bomb attacks cut electricity to 
the partly Australian-owned copper mine, 
has been extended. 


Chatichai defuses policy 

clash in coalition 

> Thai Prime Minister Chatichai 
Choonhavan has defused a looming political 
conflict by instructing his personal advisers 
to steer clear of a government committee in 
charge of formulating policies on economic 
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relations with foreign countries. The move 
followed open criticism by senior Social 
Action Party (SAP) stalwart and Deputy 
Prime Minister Pong Sarasin that the 
advisers had impaired the committee's 
functioning through their alleged 
interference. The SAP and Chatichai's Chart 
Thai Party are the two major partners in the 
ruling coalition. 


Singapore's Seow to 
face additional charge 


> Francis Seow, the former solicitor-general 
whois currently being tried in Singapore's 
district court for alleged tax evasion, will face 
further charges of deceiving the courts on 22 
May. Seow, currently in New York, has said 
his health does not allow him to fly back to 
Singapore, a claim challenged by the 
Singapore authorities. Seow already has 
been fined S$19,000 (US$9,800) in his 
absence on five charges of tax evasion and 
has been deprived of his parliamentary seat 
as a result. The prosecution has said that the 
hearing of a sixth charge of tax evasion will 
be delayed until Seow's arrival, but that it 
will press for a jail sentence. Seow said 
earlier he would return, but only after 
receiving treatment for his heart condition. 





Taipei expels labour 

activist priest 

> Taiwan authorities on 17 March forcibly 
expelled an Irish Roman Catholic priest for 
his involvement in the local labour 
movement. The National Police 
Administration announced that the priest, 
Fr Neil Magill, had engaged in activities 
"incompatible with his status as a visiting 
clergyman." Magill said police tricked him 
into going to headquarters, but when he got 
there he was instead roughly hustled into a 
van and put on a Hongkong-bound aircraft. 
On 19 March, five bishops held a rare press 
conference condemning the expulsion and 
said that it was not the right of the 
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government to decide the duties of 
missionary work. Others saw the expulsion 
as a blow against the labour movement and 
evidence of the authorities' renewed 
emphasis on maintaining law and order in 
the run-up to island-wide elections in 
December. 


Malaysian Bar Council 
tackles lord president 


> The Malaysian Bar 
Council will go ahead 
with attempted 
contempt of court 
proceedings against 
Lord President Tan Sri 
Abdul Hamid Omar 
for trying to obstruct 
an urgent convening 
of the Supreme Court Hamid. 

on 2 July 1988. 

Lawyers for then suspended lord president 
Tun Salleh Abas, had soughta special sitting 
of the five-man Supreme Court bench to 
halt temporarily a royal tribunal from 
submitting its recommendations on Salleh 
to the king, until Salleh had exhausted 

legal avenues in the High Court. Salleh 

was eventually sacked on 8 August 1988. 
Hamid, then chairman of the tribunal, 
allegedly instructed court officers to lock up 
the court seal and rooms to prevent the 
Supreme Court sitting. Later, Hamid had 
recommended that the five judges be 
suspended, pending further investigations 
into their conduct. Three were subsequently 
reinstated but two, Tan Sri Wan Suleiman. 
Pawan Teh and Datuk George Seah, were 
sacked. 
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Soviets resume arms 
supplies to Kabul 


> Moscow said it had resumed flying arms 
to Afghanistan on 15 March, one month 
after it withdrew its troops, because of a 
guerilla offensive around Jalalabad, and to 
counter what it alleged was Pakistani 
involvementin the country in supportof the 
guerillas. Afghanistan Foreign Minister 
Abdul Wakil, speaking the same day after a 
14-day visit to New Delhi, said that India 
would supplement the airlift of supplies to 
the beleaguered capital Kabul, and would 
provide assistance through the UN and on a 
bilateral basis. Meanwhile, the Afghan 
rebels' interim regime was accepted into the 
46-member Organisation of the Islamic 
Conference. The Afghan seat at the 
conference had been left vacant since the 
Soviet invasion in 1979. The US was 
reported on 18 March to be close to naming a 
special ambassador to the guerilla 
government, in a move aimed partly at 
curbing Pakistan's influence. 
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ON MARCH 1, 
BRITISH AIRWAYS 
RELAUNCHED 
FIRST CLASS. 


IN 12 WEEKS, 
WE CHANGE 


IHE CARPET 
AGAIN. 


And we change it again every 
twelve weeks thereafter. 

Not that it isn't superb wool 
carpet. It's simply that we un- 
derstand and respect the needs 
and expectations of you, our 
First Class passenger. 

So we have designed our new 
service totally around your : 
comforts, in every detail, in 
every area, on the ground as 
well as in the air. 

Now, wouldn't it be a shame 
to spoil all that with a carpet | 


that’s thirteen weeks old? 
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THAILAND 


The army gains new capability with modernisation 


On the offensive 





By Paisal Sricharatchanyai in Bangkok 











na departure from its past "defensive" 

posture, Thailand's armed forces have 

developed an "offensive" capability dur- 
ing the modernisation programme of the 
past two years. Emphasising that Bangkok 
has no expansionist designs, the military 
leadership says the new capability is aimed at 
deterring any potential long-term threat 
from Indochina. 

Coming at a time of easing regional ten- 
sions — marked by the Sino-Soviet rap- 
prochement and the prospect of a peaceful 
settlement to the decade-old Cambodian 
conflict — Thailand’s military build-up 
might seem out of place. But senior Thai offi- 
cers insist it is necessary to beef up security 
even in peace time. “The best defence is a 
good offence,” deputy supreme commander 
Gen. Pat Akkanibut said in an interview. 

At the heart of the modernisation pro- 
gramme is the upgrading of two armoured 
divisions — the 1st and 2nd Cavalry divi- 
sions — which are now capable of mounting 
a “shock action” by virtue of their increased 
mobility. The army has traditionally been 
Thailand’s most powerful armed service. 

Pat, aChullachomklao Military Academy 
classmate of army commander Gen. Chao- 
valit Yongchaiyut, said Thailand’s military 
had long been weak on the country’s eastern 
border with Cambodia, from where Viet- 
namese occupying forces could theoretically 
push relatively easily into Bangkok or launch 
a strike at Thailand's economically important 
eastern seaboard industrial zone. 

This weakness is now seen to be offset by 
the Thais’ new-found ability to mount a 
cross-border attack into Laos and Vietnam 
from Thailand’s northeast frontier, where 
the Thai land mass juts into the narrowest 
part of the Indochina peninsula. At least in 
planning terms, Pat and other senior officers 
indicate that Thai forces could strike east- 
ward from the frontier, cutting both Laos 
and Vietnam in half. 

Such talk is unprecedented due to Thai- 
land’s traditional defensive posture, and it 
underscores a confidence within the military 
leadership coming partly from the army’s 
successful neutralisation of the outlawed 
Communist Party of Thailand in the early 
1980s. Substantial acquisitions of new mili- 
tary hardware since the start of the moderni- 
sation programme — with more to come — 
has added to the military’s confidence. 

“Strategically, we remain on the defen- 
sive, but tactically we now possess the capa- 
bility to mount an offensive,” another senior 
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officer said, adding: “We can now respond 
to a threat corresponding to its degree, shape 
and nature." 

Foreign military-affairs analysts based in 
Bangkok say they do not question the Thais’ 
ability to draw up a good offensive plan. In 
fact, the espoused strategy of an eastward 
blitz from Thailand's northeast frontier 
closely resembles an old US Army con- 
tingency plan developed during the early 
stages of the US war with Vietnam. 

The plan called for a lightning attack 
across Savannakhet, Laos, into Vietnam's 
Khe Sanh Valley and on along Highway 9, 
which runs east through Quang Tri province 
until it intersects Vietnam's major north- 
south artery, Highway 1, near the coast. 

“Such an offensive, if successful, would cut 
Vietnam in two just south of the former de- 
militarised zone, which straddled the Ben 
Hai River. 

Formulating such a planis one thing; put- 
ting it into action is something else again. 
Notwithstanding Vietnam's formidable mili- 
tary might, the Thais have had little experi- 
ence in conventional warfare. Foreign mili- 
tary observers view the Thai army's perform- 
ance in the Ban Rom Klao border conflict 
with Laos during late 1987 and early 1988 as 
disappointing, to say the least. 


Foreign military attaches, who attended 
an exercise of the unit in December 1988, 
were impressed by its discipline and fire- 
power but expressed concern at the burden 
maintenance and other logistical support 
would put on a unit with such a diversity of 
equipment. Apart from the Chinese tanks 
and AFCS, the unit is also equipped with US- 
made M48A5 tanks — upgraded versions of 
the US' standard battle tank of 20 years ago. 

Founded in the early 1980s on the orders 
of former prime minister Prem Tinsulanond 
(a former cavalry officer), the 2nd Cavalry Di- 
vision still lacks its own supporting artillery 
element, relying instead on the army's Artil- 
lery Division. But the problem will be resolv- 
ed under a pending order of 17 M109A5, 
155-mm, self-propelled howitzers, supplied 
under US Foreign Military Sales credits. The 
howitzers will form a new artillery regi- 
ment. 

Meanwhile, the 1st Cavalry Division's 
firepower and manoeuvrability is getting a 
major boost with the arrival this month of a 
first batch of Stingray light tanks from US 
manufacturer Cadillac Gage. Some 106 Stin- 
grays were ordered in late 1987; they will 
gradually replace Thailand's complement of 
World War II-vintage M41 tanks. The divi- 
sion, whose headquarters is being relocated 
from the northern province of Petchabun to 
the northeastern province of Khon Kaen, is 
also equipped with US-supplied M113 APCs, 
plus British-made Scorpion light tanks. 

Alongside the build-up is a related pro- 
gramme to upgrade basic infantry divisions 
into light infantry, mechanised infantry and 
motorised infantry units. For example, the 
9th Division — an important unit based on 





2nd Cavalry Division parade: ‘shock action’ mobility. 


To a large extent, the Thai army’s 
modernisation was made possible by 
Chinese military assistance. For example, 
the 2nd Cavalry Division — two regiments of 
which are based in the central plains pro- 
vince of Saraburi, with a third in Bangkok — 
has been equipped with hundreds of 
Chinese T69II tanks and armoured person- 
nel carriers (APC), which were gradually ac- 
quired since 1987 at low “friendship” prices. 


FAR EASTERN ECONOMIC REVIEW 


the western border near Burma which was 
often mobilised in past coup attempts — has 
been transformed into a light infantry divi- 
sion. 

Stressing that the military modernisation 
is primarily a deterrent measure, the military 
leadership concedes it does not foresee any 
major armed conflict in the region over the 
next decade. “From now on, it will be a war 
against poverty," Pat said. BO 
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All-for-everyone solution 


ariners have long called the 
Spratly Islands in the South 
China Sea the “dangerous 
ground,” because of the numer- 
ous shoals there. Just as dangerous, how- 
ever, are the territorial claims to various parts 
of it by China, Taiwan, Malaysia, the Philip- 
pines and Vietnam, all of which have 
stationed troops there. Brunei too might 
want a look in: if it declares a 200-mile exclu- 
sive economic zone around the nearby 
Louisa Reef which it claims, that zone would 
extend into the southern portion of the Sprat- 
lys. 
: The conflicting claims threaten regional 
peace, for the island group is strategically 
and economically important. Angry words 
had been traded between the claimants be- 
fore, but on 14 March 1988, violence broke 


Competing claims 


By Mark Valencia 


out when Chinese and Vietnamese troops 
and ships exchanged fire on and near Sinh 
Cow island. The Chinese occupied eight 
reefs and islands and now hold seven, while 
the Vietnamese, who occupied five, now ap- 
pear to be on 19. 

The Philippines subsequently renewed 
its claim to part of the island group (it oc- 
cupies eight positions) and expressed con- 
cern over the fighting. Then in April, the 
Malaysian navy seized three Philippine fish- 
ing vessels near Rizal Reef and detained 49 
crewmen for fishing without a permit. 
Malaysia now occupies three positions. 

The Spratlys have great potential for oil 
and fish exploitation, but their location is also 
strategic for bases for sea-lane defence, inter- 
diction, surveillance of surface vessels and 
submarines — and possibly as jumping-off 


Terumbu Mantanani 
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points for attacking others. Thus, the na- 
tional security interests of Japan, the US and 
the Soviet Union are also involved. 

The Asean nations have not put the 
Spratlys high on their agenda before. So far, 
they have regarded the Cambodian problem 
as the main obstacle to their wish to establish 
a Zone of Peace, Freedom and Neutrality 
(Zopfan) in Southeast Asia. Cambodia has 
also been an obstacle to any solution to the 
Spratly dispute between China and Viet- 
nam, the two major protagonists there. 

But with some resolution of the issue in 
sight, the time is right for all the parties to 
consider declaring the Spratlys a demili- 
tarised, nuclear weapons-free zone (NWFZ), 
and setting up a cooperative regime to man- 
age the development of its resources. 

A unilateral military solution by any of the 
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claimants to the Spratlys is as unlikely as it is 
undesirable. At the moment, there is a mili- 
tary statemate. No daimant can expect to 
keep its footholds in the face of a naval bom- 
bardment, which is the likely form of military 
engagement. The reefs and islands are at or 
beyond the range of claimants’ bombers and 
fighters — and no claimant possesses aircraft 
carriers. Several islands have airstrips, but 
they are not long enough for conventional 
warplanes. Ground cover and radar are in- 
adequate in any case. 

Because of the crazy-quilt pattern of occu- 
_ pation and the number of claimants, clear 
- subdivisions are not a solution. Nor are en- 
daves or partial joint development. Since 
doing nothing is dangerous to peace in the 
region, it follows that a cooperative regime 

would break the impasse. 

If this sounds idealistic, consider Antarc- 
tica, where the precedent of another region 
where a seemingly intractable, gold-rush- 
like competition among ideological rivals 
was ameliorated by the institutionalisation of 
a cooperative regime. The internationalising 
of theSpratlys could become the first step to- 
wards the realisation of a larger Zopfan in 
Southeast Asia, integrating a NWFZ with 
Zopfan itself. 

It would achieve for the Spratlys, Zop- 

- fas major objective: the denial of oppor- 
tunities for big-power intervention and inter- 
ference in the affairs of the region. 

The various bilateral commitments to re- 
solve the issues by peaceful means are the 
foundation for such a leap forward. Vietnam 
has already agreed with a visiting Philippine 
congressional defence group that any dis- 
pute between the two countries over the 
Spratlys should be resolved peacefully. Pre- 
sident Corazon Aquino of the Philippines 
and Chinese leader Deng Xiaoping have 
reaffirmed an earlier Sino-Philippine agree- 
ment to indefinitely shelve their conflicting 
claims in the area. And Malaysia and the 
Philippines may be considering joint explo- 
ration and development of the resources in 
the areas where their claims overlap. 

Under a cooperative regime, claims will 
be frozen and a Spratlys Authority estab- 
lished to eliminate conflict, facilitate explora- 
tion and development of resources, and 
facilitate the management of fisheries and 
maintenance of environmental quality. All 
the claimants would be members and na- 
tions like Indonesia, the US and the Soviet 
Union might be admitted as associate mem- 
bers to perhaps assist with exploration or 
mediate disagreements. As with Antarctic 
Treaty membership, such associate mem- 
bers would have to satisfy a test as to their fi- 

. nancial capabilities, and, of course, accede to 
. and recognise the agreement. 

The extent of the area of the regime 
should be broad, but it must be carefully 
chosen. For example, neither the Luconia 
Shoals nor the Paracel Islands should be in- 
. duded. A formula might be needed for the 
sharing of costs and benefits. For example, 
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Malaysia only claims a small portion of the 
area compared to the others. Brunei's possi- 
ble claim to part of the area should be consi- 
dered in any arrangement. 

The legitimate transit of vessels should be 
allowed. The authority should promote in- 
ternational cooperation in scientific research, 
perhaps through the UN Committee for the 
Coordination of Joint Prospecting, of which 
all claimants, except Brunei, are members. It 
should also promote international coopera- 


The internationalising of the 
Spratlys ... would achieve for the 
[island group] Zopfan's major 
objective: the denial of 
opportunities for big-power 
intervention and interference in 
the affairs of the region. 


tion in protecting vulnerable ecosystems, in- 
cluding the possible designation of the area 
as environmentally "special" under the 
terms of the Law of the Sea Convention. And 
it should jointly manage exploration and 
exploitation of fish and hydrocarbons. 

The Antarctic Treaty offers a detailed 
model for the drafting of a Spratly Treaty, 
though there are significant geographic and 
political differences between Antarctica and 
the Spratlys. The latter is surrounded and 


militarily occupied by all claimant countries, ke 
and sits astride major sea-lanes. Moreover, | © 
big-power interference could affect peace in |. 


the region and the stability of nearby coun- b 
tries. Antarctica, in contrast, is remote, rela- | ~ 


tively unknown and unmilitarised. er 

What the Spratlys need is the cessation of | 
hostilities and a series of technical and policy | > 
conferences to explore these possibilities. | . 
Perhaps prior to such a conference, the | - 
claimants should agree on several confi- | _ 
dence-building measures. "s 

All military positions should be frozen, |. 
and no new personnel or equipment should | : 


be introduced. At the same time, the daim- |. 


ants should renounce the use of force and | - 
agree to resolve the disputes by peaceful | _ 


means. Claims to areas not specifically based |. 
on claims to surface features should be re- | 


npanaæd, All the claimants have such aerial |. 
The Spratlys disputes should be de- | _ 


linked with extraneous political issues, such | 
as Cambodia, US-Soviet Union rivalry and | 


Philippine claims to Malaysia's eastern state | 
of Sabah. m 
The claimants should also agree to es- | 
chew conspiracies with other claimants in | 
the negotiations, and should commit them- |. 
selves to consider cooperative regimes such | 
as joint development, or a demilitarised, nu- | 
dear weapons-free zone of peace and coop- 
eration, and a Spratly Authority for the man- | - 
agement of the area. "s 


Mark Valencia is a Fulbright Scholar attached | 


to the Institute of Strategic and International |. 


Studies Malaysia. 





AUSTRALIA 


Envtronmentalists block Tasmanian timber deal 


Üne for the Greens 
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he Australian environmental lobby 

has won its biggest victory to date 

with the cancellation of plans for a 
AS$1 billion (US$821.7 million) pulp mill in 
the island state of Tasmania after the Cana- 
dian-Australian joint-venture partners re- 
fused to agree to government requirements 
on the discharge of effluent into the sea. 

But it is a victory which has resulted in 
many casualties, most importantly the loss 
— atleast for the time being — of massive for- 
eign investment in just the sort of value- 
added enterprise needed to combat Austra- 
lia's balance of trade problem. 

It has also split the ruling Labor Party's 
leadership and caused a rare rift between the 
government and the powerful Australian 
Council of Trades Unions (ACTU), as well as 
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leaving the Tasmanian state government P 
with a damaged reputation and no jobs or 
revenue to show for it. uv 


Plans for the proposed Wesley Vale pulp — 





mill — the biggest single foreign investment 
ever planned in the Australian manufactur- 
were first announced in Oc- = 


ing sector — p 
tober 1988. The announcement came on the p 


heels of a federal government decision to 


grant a woodchip export licence in the same 
area, which disappointed environmentalists 
who threatened to withdraw future support 
from the Labor Party. 

This threat is the inescapable background 
to the whole Wesley Vale controversy. With 
both a Tasmanian state election and a general 
election expected within 12 months, 
“greeny” votes are vital — possibly the dif- 
ference in enough (particularly urban) con- 
stituencies to keep Labor in office or see 
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the Liberal-National coalition replace it. 
The first indications of the political sen- 


" sitivity of the Wesley Vale mill came in early 


January when Liberal Tasmanian Premier 
Robin Gray — who has primary responsibil- 
ity for projects in his state — announced with 
a flourish that he was determined to i impose 
the world's strictest environmental require- 
ments on the project, including a totally non- 
toxic water discharge and emissions into the 
air of fumes 5076 less than detectable by the 


Uo human nose. 


The response from the joint-venture 
< partners, North Broken Hill Peko and Cana- 
dian Noranda Forest, was their immediate 
-first threat to cancel the project. Gray almost 


| . asquickly backed down, agreeing to an "in- 
- terpretation" of his guidelines which would 


. allow the dumping of about 12 tonnes a day 
of organochlorines, including the deadly 


_ dioxins, in water emptying into the Bass 


= Straits between Tasmania and the Australian 
^... mainland. 

Forest industry sources — even those in 
favour of the project — admit that the 
partners appeared to believe that pressure, 
rather than compromise, was the way to suc- 
ceed. But there was one more hurdle: be- 
cause of the Canadian participation, federal 


` Treasurer Paul Keating had to give his ap- 


proval. 

Under pressure from the joint-venture 
partners to reach a decision before a 7 March 
— deadline, Keating passed the problem to the 
< full cabinet. Here, it is understood, his incli- 


mation to approve the investment for eco- 


nomic reasons was supported by Prime 


Minister Bob Hawke and Industry, Technol- 

ogy and Commerce Minister John Button. 

t... But Environment Minister Graham Richard- 

.... son and several other senior ministers were 
. ranged against them. 


The discussion on 14 March took account 
of the heat injected into environmental is- 
sues by the strong lobby in Tasmania, plus 
= wide public concern over revelations of pol- 
. . lution off Sydney affecting local fish. Scien- 
,. tific reports from the Commonwealth Scien- 
tific and Industrial Research Organisation 


S and the Bureau of Rural Resources cast 
=> doubt on claims by the joint-venture 
|. partners that the discharge represented no 


--. serious threat to the fishing industry in the 
... Bass Strait and that the standards they were 
- prepared to meet were as high as anywhere 


a | inthe world. 


Ee Acting on this advice, and only after bitter 
< debate, the cabinet reached what it clearly 
|... believed tobe an acceptable position and one 


E which would allow it to eat the cake in the 
shape of the mill and still have the support of 
. the green voters. The formula was to ap- 


3 prove the project on condition the joint ven- 
^.^ ture accepted "tougher" guidelines than the 


>= Tasmanian government had imposed — a 
=. necessary political point. 


But these guidelines were still to be for- 


.. mulated and were subject to negotiation. 


a . The partners were required, however, to 





agree to baseline studies to measure the pre- 
sent toxicity of the Bass Strait, with the onus 
on them to take technical measures to re- 
verse any build-up of toxins in the future. 

Keating said after the partners declared 
this demand unacceptable and cancelled the 
project, that they had agreed in private they 
could improve on proposed levels of toxic 
emission. What they refused, he said, was to 
be "required" to do so. | 

This a pparently semantic point was par- 
ticularly important to Noranda, which is 
fighting against tighter environmental con- 
trols in Canada and is believed to be con- 
cerned with any precedent that might be set 
in Australia. 

Despite the cabinet un North Bro- 
ken Hill Peko is still expected to put in abid to 
build a similar pulp mill at East Cippsland, 
Victoria. Company officials say they hope 
that following the Wesley Vale fiasco, there 
will be clear environmental guidelines set by 
the Victoria state government. 

Keating, clearly disheartened over the 
loss of a predicted A$300 million in wood- 
pulp exports and the possible adverse effect 
the affair would haveon other foreign invest- 
ment, admitted the whole episode was "a 
shame for the country." However, he did not 
publicly break ranks with the cabinet. 


The loss " the ie poeni pde earner 
was particularly bitter for the treasurer as it 
came just before the release of February's 
trade figures which showed a current ac- 
count deficit of A$1.16 billion, blowing out 
the expected yearly deficit at the end of May 
to around A$14 billion, compared with Keat- 
ing's forecast last May of a deficit of only 
AS9.5 billion. 

ACTU president Simon Crean, poised for 
his entry into Labor politics at the next gen- 
eral election, took the opportunity to slam 
the present leadership. Already irked by the 
task of holding a restive union movement 
in line over wage restraint — as well as 
Hawke's sudden resurrection of the privati- 
sation debate a few days earlier — the loss of 
a potential 3,000 jobs produced from Crean a 
bitter attack on the lack of a clear and consis- 
tent environmental policy. 

His uncharacteristic attack and his high- 
profile offer to mediate an agreement with 
the joint-venture partners, even at that late 
date, wasseen by political commentators asa 
clear sign that Crean, as expected, will 


_ launch a challenge for the Labor leadership 


— and possibly sooner than anyone ex- 
pected. Which was more bad news for the 
beleaguered Keating, usually recognised as 
Hawke's most likely successor. n 





REFUGEES 


Asean to screen boat people to discourage exodus 


Another door shuts 
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Yhe free-sailing days of the Vietnamese 

boat people are numbered. The 

Asean countries, which comprise 
most of the so-called first-asylum countries, 
have decided that boat people will not au- 
tomatically be eligible for resettlement in 
third countries. Following the example of 
Hongkong, Asean will screen “genuine” po- 
litical refugees from those fleeing Vietnam 
for economic reasons. 

The policy went into effect at midnight on 
13 March, the date of the announcement, 
and the first boat people affected were a boat- 
load of 99 who arrived in Malaysia at 1:20 
a.m. on 14 March. They will be held until 
screening procedures are determined at the 
International Conference on Indochinese 
Refugees in Geneva on 13-14 June. 

The Asean move was half-expected. 
Since last year, Malaysia, for one, had hinted 
of an April 1989 cut-off date for automatic 
eligibility. In the event, the axe fell just four 
days after Kuala Lumpur hosted a prepara- 
tory meeting on 7-9 March for the Geneva 
conference. 

More than 800 new arrivals had reached 
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Malaysian shores that week alone and 
Asean, realising that would-be boat people 
were hurrying to beat any deadline, felt it 
had to "deter a mass exodus" in the interim. 
The statement, issued in all Asean capitals, 
affirmed that all boat arrivals would "be 
given temporary refuge and accorded 
humanitarian treatment." 

When Hongkong, one of the region' s 
three most popular first-asylum destina- 
tions, began screening boat people last June, | 
it found that only 8% of its caseload qualified 
for refugee status. But Honkong’s experi- 
ence need not reflect Asean's. Some 60-7096 
of those who head for Hongkong are north- 
erners, who by definition are less likely to 
have faced threats of political persecution, 
whereas 9976 of those fleeing to Southeast 
Asia are from the south. Western diplomats 
suspect that more of the latter would qualify 
for resettlement. 

The opening speeches at the preparatory 
meeting reflected the dilemma faced by Viet- 
nam's neighbours and the resettlement 
countries, who are torn between protecting 
national interests and responding to 
humanitarian needs. None wanted to face 
the political and socio-economic fallout of the 








refugee problem, but neither could any shut 
their eyes to the hardships faced by the boat 
people — women and girls raped by pirates 
who throw men overboard, and at least one 
case of cannibalism when food ran out. 

An end to the boat people exodus was, 
however, imperative, they concurred. Since 
1976, more than 2 million Indochinese have 
left their homelands and the flow shows no 
signs of abating. In 1987-88, arrivals ex- 
ceeded resettlements for the first time since 
the peak outflow in 1979, raising the region's 
caseload from 118,000 in late 1986 to 140,000 
this year. 

First-asylum countries in Southeast Asia, 
many of whom are struggling to develop 
their economies, want no part of a problem 
not of their creation. Resettlement countries, 
suffering "compassion fatigue" 14 years after 
the end of the Vietnam War and faced with 
their own domestic socio-economic pres- 
sures, have also indicated a lower resettle- 
ment rate in future. And internationally, the 
realisation is growing that as more years pass 
since the communist victory in 1975, more 
and more boat people are not political ref- 
ugees but economic migrants. 

General optimism for settling the prob- 
lem hinged mainly on Vietnam's acknow- 
ledgment, for the first time, of some re- 
sponsibility, manifested in its agreement to 
participate at the Geneva conference. Par- 
ticipants at the Kuala Lumpur meeting want 
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Vietnamese refugees awaiting repatriation in Hongkong. 


Vietnam to deter would-be boat people by 
enforcing its laws on illegal departures — 
which provide for escape organisers to be 
jailed — while encouraging voluntary repat- 
ration from first-asylum countries by 
guaranteeing the safety of those who return. 

The UN High Commissioner for Ref- 
ugees (UNHCR) and the 35 countries who met 
in Kuala Lumpur also want Vietnam's Or- 
derly Departure Programme (ODP) to even- 
tually be the sole channel through which 
Vietnamese can leave. Only 150,000 have left 
Vietnam via the ODP since its introduction in 
1979, compared to 1 million boat people who 


arrived on the shores of Southeast Asia in the 
same period. 

In 1988, however, Vietnam began ac- 
tively encouraging exits under the ODP, with 
the 23,000 departures nearly doubling the 
1987 figures. One Bangkok-based journalist 
recounted how he could not leave Hanoi be- 
cause the Vietnamese Government had or- 
dered half the passengers off to make room 
for the ODP participants. 

Once the criteria for refugee status and 
screening procedures are instituted, the 
other major hurdle will be the issue of forced 
repatriation. Since Vietnam will only accept 














anistan - 





Mat 








Tunisia: Turkey . Vietnam- Zaire- Zambia -Zimbal 
Fabrics - Plastic Goods - Gloves - Aga - 
blic. Ecuador:-Eqyp d 












Bangla | | 





Skirts - 1 
Nicaragi 
Goods - # 
Tunisia: 
Photogra 
blic. Ecu 
Goods : Tools - 











Y --^aJing - Ropewor k- 
uti Salvador: G 





















Goods - Cosmetics 
blic- Chile -Color 
Silverware : Cos! 
Jordan - Kenya -K 
Cutlery : Industria 
Ruanda. Senegal- 
kerware «Clocks: S: 


Bangladesh - Renin 
mer* 


- 





Sept. 27—30, 1989, daily 10.00 a.m.—6.00 p.m. 
Test Sales/Public Section until Oct. 1, 1989 


-Benin - Bolivia: Brazil - Central African Repub 










MEPS GOOS Toiletries: Decorati 
Dwe «Afghanistan - Argentina: Banglades 
Raw Fabrics - Plastic Goods : Gloves - 
abun: Gambia: Ghana: Guatemala. Guinea- Haiti- Hon gg 
ickerware - Jewellery - Carpets - Leather Goods - Hobby Requisites : Ski & 
: Mali: Malta - Mauritius Mexico: Morocco - Nepal Nicaragua: Niger - Pakistan : Papua Nc 
Drapes: Woven Goods -Pharmaceuticals Umbrellas and Parasols -Knitwear Fancy Gooc 
Lucia: Sudan - Syria - T- 1: Tanzania - Thailand. Tunisia: Turkey: Vietnam: Zaire -Zambié 
NV ood Prod'icts Fibres -Precious Stones -Hides - Bags: Photo 
20 zan Republic : Ecuador - Egypt: El Salvador: Gab 

25: Work Clothes. Fabrics: Household Goods: Tools - WORE 
vi - Malaysia - Mali : Malta - Mauritius : Mexico : Morocco - Nepal: Nicarage 

ls: Haberdasherv- V 





l 


imbia-Zimb 
Ubrics-Plas 


E 
obbyR 
Moby Rd A 
itwear c! 
abzania f | 
*Hide 
Wom 


lousdi 7] $ 
ous 
Dvae i Li 
Ruanda 5 M RE | 
MN . 


Q 
24 














- 


g g ic - Chile - Colombia - Cyprus - Dominican Republic : Ecuador: Egypt: un: 
Textiles - Work Clothes - Fabrics - Household Goods: Tools - Wickerware -Jewellery : Carpets - Leather Goods : Hobby Requisites - Skirts - Travel Goods : Cutlery- Industrial Goo 
Ghana: Guatemala- Guinea: Haiti- Hong Kong India: Indonesia: Israel. Ivory Coast - Jordan - Kenya -Korea- Lebanon: Malawi: Malaysia: Mali - Malta: Mauritius: Mexicg-Mg 
erhead Drapes- Woven Goods: Pharmaceuticals : Umbrellas and Parasols -Knitwear - Fancy Goods: Antiques: Wickes 


extiles - Work Clothes - Fabrics - Household Goods 
Biti- Hong Kong India - Indonesia - Israel -Ivory Coast: 
atenals - Haberdashery - Yarns: Overhead Drapes 
ua New Guinea. Paraguay : Peru - Philippines - Ru 
abber Goods: Toiletries: Decorations: Fibre Goods 
bie anistan-Argentina-Banglad 
pesones -Silverwé 


“arhead Drapes - Woven Goods: Pharmaceuticals -UmDren. 
7^-.Tai77 -Tanzania . T^^? 5nd. Tunisia: Turkey - Vietnam > Zaire" 


27th Overseas 
Import Fair Berlin 


| 
| 
| 
“Partners for Progress” | 
| 
| 
| 


Name: 


Address: 


AMK Berlin Ausstellungs-Messe-Kongress-GmbH 
Messedamm 22, D-1000 Berlin 19 
Tel.: (030) 30 38-0, Telex: 182 908 amkb d 















ambia. 
ds, Ray 


| Salvador- 











































Mueromes Fabrics Household 
" ra: Korea-Lebanon-Malawi-Malaysia 
vx»  Jals-Haberdashery- Yarns: Overhead 

— 13-——-gal- Singapore Somalia- Sri Lanka: St. 

Ij / Goods : Toiletries: Decorations-Fibre 
I] ps - Plastic Goods - Gloves- Accessories: 
Peng - India -Indonesia- Israel -Ivory Coast- 


in- Bolivia-Brazil- Central African Repu- 
obby Requisites -Skirts - Trayel Goods: 

bw Guinea : Paragi (roar nes 
‘Knitwear - Fancy QA - 7 s: Wik- 

em bia - Zimbabwe - Afghanistan: Argentina: 











Wood Products - Fibres -Precious Stones. Hides - Bags - Photographic Equip- 


Please send us information about the 
27th Overseas Import Fair 


Company: 


FEER 


RE GIO N'A CL" AFF ARAS 


Ln ——————————À— A !A!O ESSE OR X 1 CLLLLQA. -— 4 


those who opt for voluntary repatriation, 
non-refugee boat people will be caught in a 
bind — a scenario no one wants to address 
openly at this moment. Having risked 
marine patrols and pirates and paid hand- 
somely to escape, the numbers who choose 
to return are low. 

On 2 March, 75 Vietnamese boat people 
in Hongkong opted to return — a test case 
which first asylum and resettlement coun- 
tries hope will encourage others to follow, 
once word gets out that none of the 75 were 
persecuted upon their arrival in Vietnam. 
The UNHCR is monitoring their reintegration. 


In Malaysia, which took in 237,000 refugees 
from 1975-88, only five or six elect to return 
each year, mostly people who found them- 
selves on a refugee boat by accident, having 
had no intention of leaving in the first place, 
sources said. 

Only a three-day sail from Vietnam, 
Malaysia realises that it now bears the brunt 
of the boat people problem, given Hong- 
kong’s implementation of screening and 
Thailand’s push-off and redirection policy 
last year. While Malaysia is willing to provide 
temporary asylum, it does not want to do so 
indefinitely. Most importantly, it does not 





SUBCONTINENT 


India ends transit agreement for Nepal's trade 


Economic squeeze 


By Salamat Ali in New Delhi and 
Kedar Man Singh in Kathmandu 


elations between India and Nepal 
R have nosedived following New 

Delhis declaration that special 
privileges governing bilateral trade and 
transit for third-country trade for the past 
three decades will have to be renegotiated. 
Tension has been mounting between the 
two countries over several issues for some 
time now and the economic squeeze is de- 
signed to bring Kathmandu round to New 
Delhi's point of view. 

The bilateral trade treaty expired on 23 
March 1988, but had been extended twice by 
six months each. Earlier this month, India 
had threatened to end the treaty, but later 
agreed to let it continue pending further ne- 
gotiations. However, the threat itself caused 
deep consternation in Kathmandu which is 
economically heavily dependent on its 
southern neighbour. 

However, New Delhi has decided to let a 
separate transit agreement lapse — it ended 
on 23 March — under which landlocked 
Nepal was able to import goods from third 
countries through India and export via the 
same route. The Nepalese fear that a tighten- 
ing of transit facilities could choke off 
supplies of construction and industrial mate- 
rials and consumer goods from third coun- 
tries. 

India has traditionally used the trade and 
transit agreements to keep Nepal in line, and 
its complaints against Nepal range from 
abuse of the transit agreement leading to 
third-country goods being smuggled across 
the Nepalese border into India, Kath- 
mandu's new rule that Indians working in 
Nepal need work permits, and weapons 
purchases from China and the West. 

New Delhi says its economy has been 
hurt by the smuggling and has accused 


Kathmandu of importing more third-coun- 
try goods than it can conceivably need, 
knowing that these goods will find their way 
across the border to the Indian states of West 
Bengaland Bihar. India wants to plug whatit 
considers are loopholes in the transit agree- 
ment. 

On the issue of work permits, India says 
it is only demanding reciprocity because 
Nepalese do not need work permits in India 
and the Indian army even recruits Nepalese 
Gurkhas. Nepalese officials have said they 
are only on a registration exercise of all for- 
eign workers. 

New Delhi also claims that Indians are 
not permitted to visit some Nepali districts 
on its borders with China, whereas Chinese 
working on some projects have access to 
areas near the Indian border. India is also 
bothered that some of its firms have lost to 
third-country firms contracts for projects 
near the Indian border. 


India, until recently Nepal’s sole 


weapons' supplier, is also unhappy with 
Kathmandu's recent arms purchases from 
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Market in Nepalese border town: choked supplies likely. 


want to cope with any residual refugee 
population, after resettlement countries 
have made their selections. To this end, 
some 1,400 longstayers from the Pulau 
Bidong camp have been enrolled in trade 
schools at the Sungei Besi transit camp, to 
improve their chances for resettlement. 

Yet the UNHCR and the countries 
drawn to the problem now recognise that it is 
the chance of resettlement that is so attrac- 
tive. Without that guarantee, those with little 
chance of qualifying as refugees may be dis- 
couraged from risking flight in the first 
place. a 


China and the West. New Delhi argues that 
Nepal's purchase of sophisticated anti-air- 
craft guns for the first time indicates that it no 
longer views India as a friendly neighbour. 
And it views with suspicion Kathmandu's al- 
lowing Chinese to work on projects in dis- 
tricts near India's border while barring In- 
dians from working in similar districts near 
the China border. 

It appears obvious that in trade, India has 
picked on a powerful weapon to persuade 
Nepal to open negotiations. Although 4096 
of Nepal's foreign trade is with India — 
down from 95% two decades ago — land- 
locked Nepal is still very dependent on 
India's goodwill. Kathmandu's sole viable 
access to the world being through India and 
not the thousands of miles through China, it 
will have little alternative but to come to a 
negotiated settlement, despite some Ne- 
palese resentment that India is waging an 
"undeclared economic war" on Nepal. 

Ideally, India wants a single trade and 
transit treaty covering the existing loopholes, 
whereas Nepal wants the two treaties to re- 
main separate. In a belated response to In- 
dian moves, a Nepalese Foreign Ministry 
spokesman called a unified treaty retrogres- 
sive. He stressed: "Trade is a periodic ar- 
rangement between two parties, while 
transit is a necessary permanent condition 
for the international trade of any landlocked 
country and it should be dealt with sepa- 
rately on a long-term basis.” rs 
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China and Thailand reaffirm stance on Cambodia 


A united front again 


—————————M——————M PM Rat AAR HARON MARY PRUNE I ALA tan aaan naa mE RA, 


————— Bw M — —— HÁT Ed 


hina and Thailand are bringing their 

positions on Cambodia back into line 

again following Bangkok's "unhelp- 
ful" flirtations with Hanoi and Phnom Penh 
early this year. 

An official visit to China by Thai Prime 
Minister Chatichai Choonhavan, who ar- 
rived in Peking on 14 March, is a crucial step 
towards realigning key international backers 
behind Cambodian resistance leader Prince 
Norodom Sihanouk in a renewed effort to 
apply pressure on Hun Sen, premier of the 
Vietnam-backed People's Republic of Kam- 
puchea (PRK), to compromise on terms for a 
political settlement in Cambodia. 

Hun Sen’s international reputation has 
gone through a remarkable transformation 
over the past year — from "Vietnamese 
puppet" to "realistic patriot.” The process of 
rehabilitation was initiated by Sihanouk 
himself when he met Hun Sen in France 
more than a year ago and accelerated by the 
almost universal distaste at the prospect of 
a retum to power by the Khmer Rouge, 
now that rapid improvement in Sino-Soviet 
relations has opened the real possibility 
of a Cambodian settlement in the near fu- 
ture. 

There had been clear signs of progress to- 
wards a Cambodian settlement earlier this 
year. China had enthusiastically welcomed 
Hanoi's earlier offer to complete withdrawal 
of its troops by September if a political settle- 
ment was reached, leading to Vietnamese 
Deputy Foreign Minister Dinh Nho Liem's 
surprise visit to Peking in mid-January for 
talks on Cambodia. 

China also secured — if only at the last 
minute — Soviet Foreign Minister Eduard 
Shevardnadze's acceptance of an "effective 
international control mechanism" (ICM) to 
oversee any Cambodia settlement during 
Shevardnadze's visit to Peking in early Feb- 
ruary. 

Although not explicitly termed an armed 
peace-keeping force in the text of a joint 
Sino-Soviet statement, it is difficult to see 
how a less potent ICM could accomplish its 
proposed mission of "exercising strict super- 
vision over Vietnam's troop withdrawal, 
cessation of foreign military aid, mainte- 
nance of peace and the conduct of free elec- 
tions." 

But there has been no real progress in 
talks among the four Cambodian factions 
since November 1988, when Hun 5en re- 
jected resistance proposals that the PRK gov- 
ernment be dissolved and replaced by a coal- 


ition government prior to general elections. 

The rapidly evolving positions ot key in- 
ternational players involved in the Cambo- 
dian issue suddenly became confused — 
and the prospects of a negotiated settlement 
dimmed — after Hun Sen's Bangkok meet- 
ing with Chatichai in late January. Since 
then, the positions of Hun Sen and Vietnam 
have visibly hardened. Hun Sen has ridicul- 


ed the resistance factions’ proposals as “ab- — 


surd" and dismissed Sihanouk as "a man 
without a sense of reality" whois being used 
by the Khmer Rouge. 

In early February, Vietnamese diplomats 
in Peking privately said they were prepared 
to accept an armed interna- 
tional peace-keeping force — 
but not dissolution of the PRK 
regime — at a second round 
of vice-foreign minister-level 
talks with China, but later 
pulled back. 

Since then, Vietnamese 
Foreign Minister Nguyen Co 
Thach has twice announced 
Liem's imminent departure 
for a second round of talks — 
and twice been rebuffed by 
Peking. 

In a radio broadcast on 3 
March, PRK President Heng 
Samrin boasted that "foreign 
countries are ending their 
support" for the resistance. 
“Neighbouring Asean countries, in particu- 
lar, are reconsidering the role of Sihanouk, 
who may not have a role in a solution to the 
Cambodian problem, and are making a 
choice between the PRK, which controls the 
country, and the tripartite coalition, which 
has nothing . . ." 

“Chatichai’s premature overtures sent 
exactly the wrong signals to Hanoi and 
Phnom Penh,” a Peking diplomat said. So 
too did the impression — conveyed in large 
part by the US media — that Washington 
was considering a Hun Sen-Sihanouk al- 
liance as an alternative to a coalition govern- 
ment with Khmer Rouge participation ofany 
form. "They [the Vietnamese] believed they 
no longer have to make any substantial con- 
cessions," the diplomat said. 

Now that Vietnam, in Chinese leader 
Deng Xiaoping's words, is "sticking its tail 
up," the tactic is to disabuse Vietnam and 
Hun Sen of the notion that the Cambodian 
resistance is no longer viable or that its inter- 
national support has weakened. 

A bombastic Sihanouk opened the cam- 
paign on the day before Chatichai's arrival in 
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Chatichai: sect: 


Peking. Flanked by Khmer Rouge leader 
Khieu Samphan and Son Sann, head of the 
Khmer People’s National Liberation Front 
— Sihanouk’s rival non-communist resist- .. ' 
ance faction — the prince said he hoped © 
for a negotiated solution based on his own — 
proposals but threatened an “Afghan-style” — 
struggle in Cambodia should Hun Sen  . 
refuse to compromise. “I ask for confronta- ie 
tion to show who is stronger,” Sihanouk 
said. dn 

However, the impression of unity was 
undercut when Sihanouk promised to fight = 
the Khmer Rouge as well if its behind-the- 
scenes leader, Pol Pot, were allowed a politi- 
cal role in Cambodia. It was immediately 
clear, moreover, that the new High Council 
for National Defence, which Sihanouk is to. 
command, will be something less than a true ` 5 
merger of resistance forces. E 

Once Chatichai arrived in Peking, there ae 
was little time for discussion of anything but __ 
Cambodia. Despite earlier reports that a. 
meeting between Chatichai and resistance 
leaders might not take place 
because of a dispute overa 
proper Peking venue, the 
Thai prime minister and his. 
wife did attend a lunch . 
hosted by Sihanouk, which: 
was also attended by Son. 
Sann and KhieuSamphan. 

Later, during a meeting 
between Chatichai and . 
Deng, Deng told the Thai. . 
prime minister: "We wanta 
clean solution to the Cambo |” 
dian problem, notsomething __ 
that resembles Afghanistan." 
But Deng cautioned: "We 
want a solution to the Cam- 
bodian problem, but we will 
not help aggressors.” mr 

Deng expounded three principles that 
must be "firmly upheld" on the Cambodian. 
question: there must be a political solution 
with, as a precondition, a genuine and com- 
plete withdrawal of Vietnamese troops from 
Cambodia; authority in Cambodia shouldbe = 
a quadripartite coalition government headed 
by Sihanouk, which should be internation- 
ally guaranteed, and a political settlement 
must be accompanied by elimination of ele- 
ments which may lead to civil war. There are 

"several tens of thousands" of Vietnamese 
concealed within the Cambodian military 
and militia, Deng added, who must be re- 
moved as part of a complete Vietnamese 
withdrawal. 

But some diplomats think renewed coor- 
dination among the resistance backers may 
have come too late — that Hun Sen and 
Hanoi will try to hold on for the next two 
months. According to one diplomat, the first 
question now is whether the Chinese will 
threaten to postpone the 15 May Sino-Soviet 
summit meeting if Hanoi and Phnom Penh 
refuse to compromise. The next question: 
“Will the Soviets believe it?" 
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Pressure mounts on Bhutto from opposition and allies 


Friends and foes 


By Ahmed Rashid in Islamabad 


ressure is mounting against Prime 

Minister Benazir Bhutto both from the 

opposition and from among her own 
allies, even within her home province of 
Sindh. Although she is in no immediate 
danger of being toppled, recent develop- 
ments have distracted her administration 
from national planning. 

In Punjab, Chief Minister Nawaz Sharif, 
who heads the opposition Islamic Demo- 
cratic Alliance (IDA, a coalition of nine conser- 
vative parties) provincial government, dealt 
Bhutto's Pakistan People’s Party (PPP) a seri- 
ous blow by pre-empting a move to oust 
him. The PPP and dissidents from Sharif's 
own Muslim League had hoped to woo 
more support from IDA members but before 
they could do so, he called for a quick vote of 
confidence which he won 258-152. 

The margin of victory stunned his oppo- 
nents, who prior to the vote had said they 
would pick up more than the extra 30 votes 
they needed from dissident Muslim League 
members to back the motion of no confi- 
dence they hoped to bring against Sharif. 
The leading Muslim League dissident, 
Makhdoom Altaf Ahmed had reportedly 
also been promised the chief minister- 
ship of Punjab if he could deliver enough 
votes. 

Sharif began losing ground within his 
own party when the old feudal stalwarts, in- 
cluding Altaf, grew frustrated with his con- 
frontationist posture with the central govern- 
ment. Not only had Sharif called fora jihad, or 
holy war, against Bhutto recently, but the 
Punjab police had also entered the prime 
minister's office in Rawalpindi to arrest a 
man who reportedly made an objectionable 
speech against Sharif. The feudal leaders 
feared Sharif was becoming too influenced 
by another member of the IDA, the fun- 
damentalist Jamaat-e-Islami. 

The support for Sharif owed less to his 
personal popularity, which has always been 
in doubt, than it did to conservative fears that 
without him confronting Bhutto in Punjab, 
she would become too strong. In the national 
and provincial elections in November 1988 
the PPP formed the central government, and 
it controls the Sindh assembly and rules in 
alliance with local parties in other provin- 
ces, except Punjab, which is in opposition 
hands. 

The IDA dissidents were also persuaded 
to vote for Sharif because of continuing army 
support for him. Reliable sources said that 
at a recent meeting of corps commanders, 
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with Chief-of-Staff Gen. Mirza Aslam Baig 
the more hawkish Punjabi generals criticised 
the PPP's performance. Baig’s subsequent 
comments to a newspaper made it clear that 
the army was not yet prepared to stop sup- 
porting Sharif. 

The army, President Ghulam Ishaq Khan 
and the mainstream Muslim League feared 
that a strengthened hand would prompt 
Bhutto to extend her powers by mustering 
enough support in the national assembly 
to repeal the controversial eighth amend- 
ment to the constitution which makes the 
president more powerful than the prime 
minister. 

Sharif's victory has strengthened his po- 
sition for the time being and given the IDA a 
boost at the national level as well. Political 
tension, however, remains high in Punjab 
where the PPP vows it will again attempt to 
unseatSharif, and thecontinuing conflict has 
brought the provincial government mac- 
hinery to a halt. 

PPP leaders see no end to the confronta- 





Bhutto: distractions. 


tion in Punjab or peace with the religious 
lobby until Sharif is ousted. 

The PPF's harassment of the IDA in Punjab 
is being repaid in the other provinces. It rules 
in the North-West Frontier Province (NWFP) 
only because of its alliance with Wali Khan's 
leftwing Awami National Party (ANP) and in 
Sindh it is allied with the Muhajir Qaumi 
Movement (MOM), which represents Muslim 
Indians who migrated to Pakistan. Both 
these alliances are under severe strain. 

Wali Khan is bitterly opposed to Bhutto's 
continued support for the policy of her pre- 
decessor, the late Zia-ul Haq, to help the Af- 
ghan mujahideen to a military victory over 
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the Moscow-backed Kabul regime. Since 
taking office three months ago, Bhutto has 
given the military free rein on the Afghan po- 
licy and the army has not hidden its support 
for the recent mujahideen attack on the Af- 
ghan city of Jalalabad. 

Many PPP leaders would also prefer a po- 
licy that would bring the Afghan war to an 
end without more bloodshed, realising that 
continued conflict would destabilise Pakis- 
tan's own moves towards a democracy be- 
cause it could ensure the army would retain 
the upper hand in domestic politics in the fu- 
ture. 

As the Afghan war intensifies, Wali Khan 
is likely to increase pressure on Bhutto to take 
a stand against the military's policies or face a 
breakdown in the PPP-ANP alliance in the 
NWFP. 

The PPP faces more potential trouble in 
Sindh where the MOM has accused it of not 
implementing the pact the two parties 
signed last December that would give the 
MOM some share of power. The recent gun- 
battles between muhajirs and Punjabi and 
Pathans, in which more than 20 people have 
died so far, bear the hallmark of similar kill- 
ings that reflected the instability of the pro- 
vince during the Zia regime. 

Bhutto's balancing act in the Sindh has 
worked so far, butin the longer term sheis ef- 
fectively cornered. If she is seen to bow too 
much to muhajir demands she will an- 
tagonise the Sindhi nationalists in the rural 
areas who voted her into power. If she ig- 
nores the muhajir demands she could face 
mujahir unrest in urban areas, especially 
Karachi, which would lead to serious eco- 
nomic instability. 

The IDA plans to create more problems for 
her in Sindh by insisting that the Urdu- 
speaking Biharis who had in the late 1940s 
migrated to Pakistan’s old east wing, now 
Bangladesh, should be resettled in Sindh — 
a move that is bitterly resented by Sindhi 
nationalists and the PPP. 

Chaudary Shujjat Hussain, the leader of 
the opposition in the national assembly, told 
the REVIEW that his party would give the 
Bihari question top priority in the assembly's 
next session — and he is well aware that this 
could break the PPP-MQM alliance in Sindh be- 
cause the mujahirs support the resettlement 
of the Biharies in Pakistan. 

The PPP is coping fairly well with the pres- 
sure, from both the army and opposition, 
which has not let up since the day it came 
into power. Although constrained, Bhutto's 
administration has not cracked and there is 
now a growing body of opinion, among the 
conservatives and opposition alike that 
though the PPP should be kept on a short 
rein, its government should not be unduly 
destablished. 

This marks a departure from the bellige- 
rent attitude of the opposition three months 
ago, but is still far from the ideal that com- 
promise on all sides will ensure the success of 
Pakistan's experiment with democracy. m 
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Last Asian competition shifts from arms to trade 





By Nayan Chanda in Washington 

hen on May 15 Soviet President 
Mikhail Gorbachov flies to Pe- 
king to shake hands with 
Chinese leader Deng Xiaoping 
he will not only put a symbolic end to three 
decades of Sino-Soviet hostility, but mark the 
beginning of a new dispersion of power in 
Asia. Although the course of the new era will 
depend a good deal on the success of eco- 
nomic reforms in the Soviet Union, China 
and other communist states, the meeting 
may match in its long-term effect the historic 
Nixon visit to China 17 years ago. 

The changes that have already taken 
place against the backdrop of improving 
Sino-Soviet relations would have been in- 
conceivable a year or two ago. With 
thousands of Chinese workers going to cut 
timber in Siberia, Soviet engineers coming to 
modernise China's steel mills, South Korea's 
Hyundai group founder feted in Pyong- 
yang, a Vietnamese deputy foreign minis- 
ter revisiting Peking to see old friends and 
the "puppet" prime minister of Cambodia, 
Hun Sen, entertained in Bangkok, cold war 
seems increasingly distant. 











The agreement on intermediate-range 
nuclear forces, the Reagan-Gorbachov sum- 
mits and the growing Sino-Soviet rapproche- 
ment have brought military relaxation and 
loosening alignments in both the Soviet and 
Western camps. The emergence of major 
economic power centres in Asia in addition 
to Japan — Taiwan, South Korea, Hong- 
kong, Singapore and more re ently, Thai- 
land — has contributed to that fluidity. In- 
creasingly, trade and investment rather than 
ideology and security are in command. 

What explains this rush of changes and 
initiatives? While Japan's rise as an economic 
colossus, rapid growth in large parts of Asia 
and China's drive for modernisation were 
factors for change, the emergence of Gor- 
bachov and his reformist policies in the 
Soviet Union appear to have been the 
catalyst. 

A combination of heavy-handed central 
planning, massive military spending and the 
burden of helping its Third World allies has 
brought the Soviet Union to the brink of eco- 
nomic crisis. Despite an annual US$100 bil- 
lion subsidy to agriculture — 15% of the 
budget — the Soviet Union remains the 
world's largest grain importer. With an esti- 
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A dispersion of power 


mated 15-17% of GNP spent on defence — as 
against 6% in the US and 1% in Japan — it 
also has one of the highest defence loads in 
the world. 

According to Leonid Abalkin, a leading 
Soviet economist, the 1988 Soviet budget 
deficit is Rbl 100 billion (US$170 billion) or 
11% of GNP — as against the 3% US deficit. 
Moscow now admits that between 1980 and 
1985 the Soviet economy experienced zero 
growth, while its budget deficit and foreign 
debt has kept rising. Behind the impressive 
array of weaponry, the country’s share in the 
global economy has continued to shrink. Its 
per capita GNP of US$7,400 is not only smaller 
than that of Japan (US$12,840), but ranks 
close to Singapore’s US$7,410. 

Gorbachov saw that the problem was 
graver than just a poor standard of living. 
Complacency about its nuclear superiority 
and economic stagnation has led the Soviet 
Union to fall behind in the technological rev- 
olution involving computers and robotics. 
Economic reform is a must, Gorbachov ar- 
gues, if only to repair the dangerous technol- 
ogy gap with the Americans and the West. 
“One-sided reliance on military power,” 
Gorbachov said, “ultimately weakens other 


February 1988 over the disputed Spratly Is- 
lands, the Soviet Union, Vietnam’s treaty- 
ally, remained silent on the incident and by 
doing so implicitly recognised China's sec- 
urity interests in the area. 

> After years of haggling over conditions 
for a withdrawal of its troops from Af- 
ghanistan, Moscow began a virtually un- 
conditional pullout in May 1988. 

> Following years of refusing to discuss 
the future of Cambodia's communist 
Khmer Rouge guerillas prior to a with- 
drawal of Vietnamese troops, China said 
on July 1988 that it was opposed to the 
Khmer Rouge returning to exclusive 
power. Then, in November 1988, Peking 
went even further by offering to cut sup- 
plies to the Cambodian resistance in tan- 
dem with a withdrawal of Hanoi's forces. 
> In August 1988, Phnom Penh closed its 
office of economic and cultural cooperation 


A glance at developments in Asia over the 
past year or so demonstrates the breathless 
speed of geopolitical change in the region 
resulting from a warming of relations 
among the superpowers and China: 

> When China and Vietnam clashed in 
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Qian with Gorbachov. 


with Vietnam and Laos — an overt symbol 
of what was generally perceived as an In- 
dochina bloc. Early this year, Vietnam 
closed its counterpart in Hanoi. 

9 After refusing for years to discuss the 
Cambodia question with China, Soviet and 
Chinese diplomats took up the issue in Au- 
gust 1988 and reached broad agreement, 
leading to Chinese Foreign Minister Qian 
Qichen’s trip to Moscow in December last 





Vietnamese on the Spratlys. 
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components of national security." And to 
persuade the military and the bureaucrats to 
divert resources to far-reaching economic re- 
form and technological modernisation, Gor- 
bachov needs relaxation of tension with the 
West and China. 

It also requires disengagement from for- 
eign adventures. According to a Rand Corp. 
study, the cost for what it calls the "Soviet 
empire" rose from US$18 billion in 1971 to 
US$41 billion in 1980. Last year in a candid 
review of the Brezhnev foreign policy, A. V. 
Kozyrev, a senior Soviet Foreign Ministry of- 
ficial wrote in the journal Mezhdunarodnaya 
Zhizn about Soviet backing of regimes that 
mouthed "anti-imperialist" slogans but did 
nothing about hunger and conducted poli- 
tics with guns. 


irtually all of these regimes," 

Kozyrev said, "have been drawn 

into protracted and sanguinary 

conflicts with an opposition which 
in turn depends on outside support. Unfor- 
tunately, there is no data about what it costs 
the Soviet Union to assist these countries. Es- 
timates published in the West give rise to 
grave reflections about the returns from, and 
expediency of this aid. Our direct and indi- 
rect involvement in regional conflicts leads to 
colossal losses by increasing general interna- 
tional tension, justifying the arms race, and 
hindering the establishment of mutually ad- 
vantageous ties with the West." 

He also called into question Soviet policy 
of aggressive forward deployment of forces. 
"The forces intended as a military presence 
far beyond our land and maritime borders 
should also, it would seem, be examined 
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Jakarta Informal Meeting briefing. 


year. In February, Eduard Shevardnadze 
became the first Soviet foreign minister to 
visit Peking in nearly three decades. 

> In December 1988, Gorbachov an- 
nounced a 500,000-man troop cut — about 
half based in Asia. 

> After long refusing to meet representa- 
tives of the Vietnamese-backed Heng Sam- 
rin regime, Cambodian resistance leaders 
met them at Jakarta Informal Meetings in 
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from the point of view of sufficiency and pro- 
fitability." 

Since his July 1986 Vladivostok speech, 
which made rapprochement with China the 
centrepiece of Moscow's peace offensive in 
Asia, Gorbachov has tried to reduce Peking's 
suspicion by gestures such as reduction of 
troops along China's border, acceptance of 
China's principle for demarcation of dis- 
puted river borders, and the scaling down of 
naval forces in the South China Sea and In- 
dian Ocean. 

Gorbachov's effort fitted well with the 
mood in China and the rest of Asia. A visible 


On other pages 


Smaller trading allies, particularly the 
Asian NICs blur the East-West 
dividing line: 32. For both 
superpowers, Japan is the most 
challenging power centre in the 
diffusing strategic picture of East 
Asia: 33. 


relaxation of tension would enable China, 
facing its own serious problems in economic 
reform, to devote more resources to develop- 
ment and seek fruitful collaboration with 
Moscow without raising too much US con- 
cern. Paul Kreisberg, a China specialist at the 
Carnegie Endowment for International 
Peace, says he has indications from Chinese 
military sources that if the Soviet Union 
reduces its troops along the Chinese bord- 
er from the current 54 divisions to the 
pre-1964 level of 16-26 divisions, China's 
forces could be reduced to 2 million or even 


October 1988 and February this year. 
> In July 1988, South Korean President 
Roh Tae Woo called foran end to global dip- 
lomatic warfare between the two Koreas. 
»> China, the Soviet Union and the socialist 
bloc sent teams to the summer Olympic 
Games in Seoul. Hungary set up an em- 
bassy in the South Korean capital, and the 
Soviet Union a trade mission. 

> In January, the founder of South Korea's 
Hyundai Corp. visited North Korea to dis- 
cuss industrial joint ventures. 

> In early 1988, Vietnam began an unan- 
nounced pullout of half of its Laos-based 
troops. This followed the November 1987 
visit to Peking of a Lao deputy foreign 
minister — the first such visit in 10 years. 
> In January, the Vietnamese deputy for- 
eign minister visited Peking for talks — the 
first such visit in eight years. Vietnamese 
and Chinese diplomats celebrated the 
Lunar New Year together. 

> In late January, Cambodian Premier 
Hun Sen made an "unofficial visit" to 
Bangkok as the guest of Thailand's prime 
minister. 
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1.5 million from the present 3.2 million. 

Soviet aims dovetail with Peking’s needs. 
^We have opened the coastal zone to foreign 
investment and trade from the West," says 
one Chinese diplomat. "It is necessary to 
open the inland borders for trade and deve- 
lopment as well. Otherwise, we will end up 
with a serious imbalance." 

With its growing foreign debt and sharply 
declining hard-currency reserves, Peking 
also finds it convenient to conduct barter 
trade with Moscow. According to pub- 
lished reports, Sino-Soviet trade, which to- 
talled US$2.6 billion in 1987, will reach 
US$3.1 billion in 1989 — much of it in border 
trade. Both Moscow and Peking stand to 
gain from close cooperation in the economic 
field. China has food items and consumer 
goods that the Soviets need badly. The 
Soviets, on their part, can help upgrade the 
factories they built in China in the 1950s at a 
much lower cost than they would face in 
purchasing new plants from the West or 
Japan. 

Although Peking officials routinely un- 
derplay the significance of the coming resto- 
ration of party-to-party ties with the Soviet 
Union, there is unmistakably growth in 
socialist bonds. A Beijing Review article in De- 
cember last year noted that “China and the 
Soviet Union, both socialist countries, are 
carrying out profound political and eco- 
nomic structural reforms by drawing on their 
experiences and lessons in their socialist con- 
struction work in the past. This also helps in- 
crease their mutual understanding.” 

Changes in Soviet policy have also as- 
suaged China’s geopolitical concerns. Mos- 
cow has put pressure on Vietnam to provide 


> In January, the Vietnamese ambassador 
to the UN was allowed by the US State De- 
partment to make his first trip to Washing- 
ton. In March, the head of the Cambodian 
Red Cross was allowed to visit the US on 
humanitarian grounds. 

> In February, Indonesia and China 
agreed to resume diplomatic relations, fro- 
zen since 1967. Singapore, following 
Jakarta’s lead, announced it would estab- 
lish relations with Peking. * 
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an early and definitive timetable of with- 
drawal from Cambodia, and on Hanoi and 
Phnom Penh to accept a government of na- 
tional reconciliation in Cambodia that would 
include elements of the Khmer Rouge — 
thus implying Soviet acceptance of China's 
security interests in Indochina. Soviet efforts 
to free Laos and Cambodia from a Vietnam- 
ese monopoly have also helped to allay 
Chinese concern about Hanoi's hegemony 
over Indochina. 

According to Peking sources, North 
Korea also figures in their regular consulta- 
tions and both Chinese and Soviet leaders 
have urged Pyongyang to desist from ter- 
rorist acts against the South. Moscow has 
tried to combine its policy of pressure with 
sizeable carrots to retain a degree of influence 
in Pyongyang at a critical juncture of coming 
succession by supplying North Korea with 
advanced aircraft and missiles. 

Although initially the Vietnamese were 
concerned about a sellout of their interests by 
Gorbachov, their mounting economic prob- 
lems and inability to secure a military victory 
in Cambodia have brought Hanoi increas- 
ingly in line with Moscow. Vietnam's For- 
eign Minister Nguyen Co Thach laid down 
the new course of Hanoi foreign policy 
bluntly in an interview with the party daily 
Nhan Dan: ". . .inthe era of this technological 
revolution," he said, "the challenge to coun- 
tries is mainly economic, not military and po- 
litical. The greatly widening economic gap is 
becoming a threat to the security and na- 
tional defence of each country . . . military ad- 
ventures, especially military mires abroad, 
will pose a monumental danger to any coun- 
try in the global economic and technological 
race." 

Despite the continuing tussle over Cam- 
bodia, there has been a remarkable turn- 
around in Sino-Vietnamese relations after 
years ofbitter hostility. Following hints that it 
was ready to "kowtow" to China (REVIEW, 8 
Dec. '88), Hanoi sent a Mandarin-speaking 
deputy foreign minister to Peking to admit 
"mistakes" and discuss normalisation. 
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In a play of the symbolism in which the 
history-conscious Vietnamese and Chinese 
are adept, in February Hanoi celebrated the 
bicentennial of the battle of Dong Da. In that 
battle Vietnamese hero Nguyen Hue de- 
feated the invading Chinese army, but then 
promptly sought China's pardon and sent 
tribute. Lest the significance of the celebra- 
tion be missed, the Vietnam News Agency 
(VNA) pointed out Nguyen Hue's "sagacious 
foresight and flexible policy [which] saved 
the country from prolonged hostility with a 
former enemy." 

Changes taking place in Asia have pro- 
voked different reactions in Washington. 
Many independent analysts and even, in 
private, some officials have expressed con- 
cern about a US "failure" to formulate a cohe- 
rent response to Gorbachov's peace offen- 
sive and adjust to the changes occurring in 
Asia. Some critics accuse the Bush adminis- 
tration of taking a "don't worry, be happy" 


approach to Sino-Soviet developments. 

The US certainly remains the dominant 
military power in the Pacific and the US mar- 
ket the largest recipient of Asian exports, but 
the trends are not in favour of Washington. 
There is a growing concern among American 
scholars of Asia that unless the US leads the 
way to the construction of a new Asian sys- 
tem it would, as one said, "not only be 
pushed around, but lose a great deal of our 
status there, even to the point of becoming 
an outsider to the system." 

The degree to which the US has become 
edged out was demonstrated in Peking 
when in response to a question by Bush 
about China's position on an international 
peace-keeping force in Cambodia, the 
Chinese simply referred him back to the joint 
Sino-Soviet statement on Cambodia. The 
issue, the Chinese implied, was already de- 
cided between the two and Bush had only to 
read the text. B 
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Smaller allies blur the East- West dividing line 


Getting in on the act 


economy and plug it into the 
technological revolution sweeping 
the world has come at a time when the Asian 
newly industrialised countries (NICs) have 
met increasing protectionism in Western 
markets. These new industrial powers could 
provide the Soviets with a conduit for 
technology hitherto protected by the West. 
South Korea, a rising economic power 
with hi-tech industry and a market for Soviet 
oil and coal, has emerged as the new focus of 
Soviet attention. 
In his speech at Krasnoyarsk last Sep- 
tember, Gorbachov directly appealed to 


È orbachov's effort to reform the Soviet 


Shevardnadze and Li Peng in Peking; Gorbachov with Li Peng in Moscow: old enemies, new friends. 
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Seoul to take part in the development of 
Siberia and the Soviet Far East. 

In 1988, Soviet trade with South Korea 
rose sharply from a low base to an estimated 
US$215 million. In December, Moscow 
asked for a US$300 million loan to set up a 
furniture factory and also invited South 
Korea’s construction industry to help build a 
trade centre in Nakhodka. Hungary, which 
is the first socialist country to set up an em- 
bassy in Seoul, has received a US$125 million 
South Korean loan. 

China has moved into direct trade with 
South Korea. According to Seoul, Sino- 
South Korean trade in 1987 totalled US$1.4 
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~~ billion. Currently, there are 10 cases 
of direct South Korean investment 

Vietnam's decline as a military 
threat, to become another socialist 
country grappling with economic 
crisis and desperately seeking for- 
eign investment, has also created a 
new situation. Shedding its earlier 
hesitation to openly deal with Viet- 
nam, Taiwan has been sending 
trade missions to Hanoi. Braving 
Washington’s frowns, South Ko- 
rean companies have opened talks 
to buy coal, sell textile mills and set 
up electronic assembly plants. 

Hoping to cash in on possible 
. trade between North and South 
Korea, Hanoi's shipping company 
has offered to provide a freight service 
and asked for a South Korean loan to buy 
ships. 


ith their economy and armed 
W forces in a much stronger position, 

the Thais also feel the time has 
come to go on an economic offensive in their 
region. Poor but resource-rich Indochina 
and Burma could not only provide timber, 
fish and other natural resources fast deplet- 
ing in Thailand, but a potentially big market 
for Thai goods, services and investment. 

The Bank of Thailand is negotiating with 
the central banks of Laos and Vietnam to 
make the baht the trade and reserve currency 
for Indochina. 

During his recent meeting with President 
George Bush in Tokyo, Thai Prime Minister 
Chatichai Choonhavan suggested Thailand 
and the US engage in “common endeavours 
in trade with and investment in third coun- 
tries, particularly the Indochinese countries 
and Burma.” 

He said that “the Indochinese countries 
and Burma are opening up, and a combina- 
tion of Thailand’s geographical advantages 
and US technological know-how would be 
an irrepressible one in taking advantages of 
the evolving situations in these countries 
and, more importantly, in strengthening the 
fabric of peace and prosperity in this region 
in the long term.” 

Given the fact that Washington has 
maintained a trade embargo on Vietnam 
and Cambodia ever since 1975, such a pro- 
posal — set out ina written note — provoked 
incredulous shaking of heads. But 
Chatichai's purpose appeared more to put 
Washington on notice than seek its coopera- 
tion. 

"In the past," Kraisak Choonhavan, the 
prime minister's son and foreign policy ad- 
viser, said in a recent interview, "Thailand al- 
ways followed the dictates of a superpower 
on foreign policy. Now we are making our 
own decisions without the influence of 
others." | 

One ofthe twoSoutheast Asian countries 

with a security treaty with the US, Thailand 
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has had extremely close military relations 
with Washington. 

But growing doubt about the US security 
commitment, declining US military aid, 
trade friction over copyright, and aggressive 
marketing by Chinese arms exporters offer- 
ing heavily discounted "friendship prices" 
may have weakened Washington's influ- 
ence in Bangkok. 

Trade between the NICs and the com- 
munist states, especially involving machin- 
ery and hi-tech goods could pose problems 
for the US and Japan. 

A Japanese-American study on Gor- 
bachov's policies, just published by the 
United Nations Association of the US and 





the Asia-Pacific Association of 
Japan, notes, however, that Soviet 
links with their economies will not 
threaten American or Japanese in- 
terests as long as the two allies "can. 
effectively manage their own eco- = 
nomic relations with nations in the = 
region." 4 
One important aspect willbeen- > 
forcing respect by the NICs for the 
Western ground rules of East-West 
trade, as manifested in the Cocom ~- 
(Coordinating Committee on Multi- 
lateral Exports) system. While a .. 
Soviet consumer market will draw > 
off manufactured goods from these - 
countries and reduce the trade im- 
balance with the US, their export 
drive to the Soviet Union could = 
weaken the security ofboth Japanand the US. `- 
"Our two countries should develop a po 
licy to integrate the Asian [NICs], which do. 
not now belong to Cocom, into formal orin- = 
formal adherence to Cocom restrictions on... 
high-technology transfers,” the study . 
urged. i 
Although the US Congress has not yetfo- — 
cused on South Korea's growing economic 
ties with the Soviet bloc, it cannot butbecon- - 
cerned eventually about technology diver- 
sion — another problematic issue, alongside : -~ 
bilateral trade frictions and growing | 
nationalist sentiment towards US bases in. 
South Korea and the Philippines. m 
u Nayan Chanda 
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Japanese money has a strategic price 


The stumbling block 


an Moscow break down hostility 
among Asia's last hold-outs against its 

(disarming new foreign policies, the 
Japanese? Can the US retain its dominating 
position in the more and more evenly ba- 
lanced partnership with Japan? For both the 
superpowers, Japan is the most challenging 
power centre in the diffusing strategic pic- 
ture of East Asia. 

For the Soviets, the key to Japan is getting 
around Tokyo's declared obstacle to closer 
relations, the Soviet retention of the four 
southern islands of the Kuril chain once set- 
tled by Japanese but occupied since 1945. 

Although of little economic value and no 
particular historical attachment for the 
Soviets, the islands are generally seen to 
have gained a strategic significance unex- 
pected in 1945. With the advent of the nu- 
clear missile submarine, the Okhotsk Sea 
they help enclose has become an important 
bastion of the Soviet submarine deterrent 
force. 
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Atone point, in the 1950s, Tokyo seemed 
close to accepting a formula for partial retum 
as part of a peace treaty, but has hardenedits __ 
stance to demand complete return of what 
are called the “Northern Territories." U 
the Gorbachov era, Moscow refused to ac 
knowledge that the islands were an issue a 
all. 

Although the Soviets have not ye 
changed their basic position, other than of 
fering to set up a joint working commission 
to explore the possibility of a peace treaty 
Moscow has floated through scholars som 
possible compromises. ; 

Even some of the strategic hardliners in 
the ruling Liberal Democratic Party (LDP) — 
apparently including former prime ministe 
Yasuhiro Nakasone, who visited Moscow 
earlier this year — seem willing to stud: 
these ideas. T 

The proposed compromise starts with an 
immediate Soviet return to Japan of the tw« 
smaller islands on the Pacific side, Habome 
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and Shikotan. This presents no problem for 
Soviet naval strategists, and was part of the 
1956 proposal. 

The difficult part, for the Soviets, is find- 
ing some way to give back the two long is- 
lands on the inner side, Kunashiri and 
Etorofu, without opening two or three straits 
into the Okhotsk Sea for Japanese or Ameri- 
can hunter submarines. 

One solution, if the Japanese can be per- 
suaded to accept it, would be an acknow- 
ledgment of Japanese “residual sov- 
ereignty" on the two islands, in much the 
same way the US held on to the Okinawa is- 
lands after the end of the Allied occupation 
following World War II. This might or might 
not involve a time for return, depending on 
Soviet assessment of future nuclear war 
exigencies. 

A more radical solution, perhaps not 
beyond the new Soviet leadership, might 
see a period of joint administra- 
tion, or even an immediate re- 
turn to Japan, accompanied by 
an agreement on demilitarisa- 
tion of the islands. 

Although many analysts dis- 
count the possibility of the 
Soviets returning the islands as it 
might encourage separatism in 
other territories absorbed in 
World War IL some veteran 
Soviet specialists like Seweryn 
Bialer believe that Moscow may 
bite the bullet in order to obtain 
Japnanese Government-backed 
credit and investment. 

Removal of this major obsta- 
cle in bilateral relations, together 
with further reduction of Soviet 
military deployments in North- 
east Asia, could also have a fun- 
damental impact on Japan's de- 
fence build-up and the US-Japan 
security relationship. 

Building on hostility dating 
back to the turn of the century, succes- 
sive LDP governments have used the North- 
ern Territories issue and the Brezhnev- 
era Soviet military build-up in the Far East 
to bring the Japanese public around to the 
idea of closer military cooperation with 
the US and an expanded military role for 
Japan. 


oscow might thus break the hold 
M such appeals have over the Japan- 

ese to the extent their actions show 
a convincing change of behaviour, stiffening 
resistance to US demands that Japan should 
shoulder more of the military burden. 

On the other hand, Moscow might won- 
der whether helping Japan loosen the US 
strings would be beneficial in the long run. 
And even the Americans seem to be won- 
dering what genie their pressure has re- 
leased in Japan. 

One authoritative public opinion poll, 
conducted by Martilla and Kiley Inc. of Bos- 
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ton, found 56% of Americans believed eco- 
nomic competitors like Japan posed a greater 
threat to the US national security than mili- 
tary adversaries like the Soviet Union. This 
does not mean that Americans feared Japan 
more than the Soviets militarily but they be- 
lieve, the pollsters concluded, that "ulti- 
mately, our economic competitors are a 
greater threat to the US than our traditional 
military adversaries." 

That belief seems to be gaining ground 
among opinion-makers, reflected in the 
close scrutiny in congress of US trade and de- 
fence ties with Japan. 

The concern goes beyond Japan's mass- 
ive trade surplus and fast-growing acquisi- 
tion of assets in the US. An increasing body 
of opinion now believes that given the Japan- 
ese control over American stocks and bonds, 
a small number of Japanese money man- 
agers could destabilise the US and world 






Moscow's key to Japan 
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markets in a few hours — more conceivably 
by mistake rather than intent. 

A recent article in the Harvard Business 
Review by a Tokyo-based American banker 
supported the view aired earlier by Treasury 
Secretary Nicholas Brady that dumping of 
US bonds by Japanese investors triggered 
the October 1987 global sharemarket crash. 

The growing US concern has been 
brought into focus by congressional at- 
tempts to block sale of the Aegis naval 
weapons system and a joint US-Japan pro- 
ject to develop a fighter aircraft, the FSX. Al- 
though the Aegis sale finally went through, 
the fighter deal is in trouble. The opponents 
see the FSX as a Trojan Horse into the strong- 
holds of American technological and 
even military supremacy. Japan has the 
world’s fifth largest defence budget in 
dollar terms already, and nearly three 
times as many destroyers as the US Seventh 
Fleet. 

In other areas of the relationship, Ameri- 
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can leadership has already been challenged 
by the switch in relative financial strength. 
The world’s 10 largest banks in terms of de- 
posits are Japanese. With US$9.6 billion a 
year to give away, Japan is the largest donor 
of foreign aid. Japan’s net external assets rose 
from US$24.7 billion in 1982 to US$240 billion 
in 1987, while the US external debt ap- 
proaches US$400 billion. 

In US dollar terms, Japan’s import from 
the NICs doubled in the two years after 1985. 
Japan's direct foreign investment has 
jumped 32% in a year to reach US$77 billion 
in 1987. 


the US is now trying to manage inter- 

national, mainly Japanese, money in 
support of its policies, as with the US$10 bil- 
lion Multilateral Assistance Initiative or mini 
“Marshall Plan” for the Philippines an- 
nounced recently. 

As David Lambertson, the 
deputy assistant secretary of 
state for East Asia and Pacific, 
put it: “US leadership of this 
multilateral programme will 
leverage scarce US assistance 


R= than spending its own dollars, 


ONVL AQNV 







,KURILS into much larger benefits for a 
` country of central importance to 
M US policy interests — an innova- 

, tive policy initiative in an envi- 


ronment of shrinking assistance 
resources. This pioneer effort 
will advance US assistance ob- 
jectives by strengthening the ef- 
fectiveness of assistance through 


Pacific fe PLS 
SHIKOTAN multilateral cooperation. 
cul Ocean But Tokyo is showing increas- 
- ing resentment at the American 
attempt to tell Japan how to 
HABOMAI spend its money and at the con- 
GROUP 0 20 40 stant harping on the need to 


share the burden of policies de- 
cided by the US. Japan's former 
trade negotiator Makoto Kuroda 
recently pointed out: "Burden-sharing is 
other side of the coin of power-sharing." 

As shown by Washington's rejection of 
Japanese plan for Third World debt reduc- 
tion, and its opposition to increased Japanese 
voting power in the IMF, sharing of power is 
far from the US mind. 

Some voices such as Asia scholar Robert 
Scalapino urge the US to come to terms with 
the reality. "The [US] Congress insists that 
Japan pay more in the defence arena, share 
the burden, yet we don't want Japan to be a 
nuclear power, we don't want Japan to deve- 
lop a Gaullist independent military posture 
in Asia," Scalapino said. 

"The only rational approach to these is- 
sues, as far as Japan is concerned, is to move 
towards greater cooperation and indeed 
integration at the policymaking stage. We 
have got to devise new means, possibly new 
institutions — economic and strategic — so 
that there is a greater inter-weaving of re- 
sponsibilities." u Nayan Chanda 
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Our Governor has atendency 
to get up inthe air 
over international trade. 
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Korea's most impressive address 
was once the exclusive preserve of 
Kings and Presidents. 





White gloves and ceremonies of state are 
hardly unaccustomed at the Shilla. Our 
secluded woods and resplendent historic 
pavilions were once the sole domain 
of Government Guests. Today that stately 
tradition is inseparable from the character of 
Seouls most luxuriously appointed hotel. 
Just as personal care and attention to detail 
remain our most cherished protocol. 
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Traveller’s Tales 


y recent Bangladesh trip was not 

half as depressing as I had ex- 

pected. Of course poverty per- 

vades and the beggars cluster, 
and every Bangladeshi seems overly anxious 
to remind the visitor that it is a Third World 
country, which could encourage certain self- 
defeating attitudes of mind. But the city of 
Dhaka shows few signs of the catastrophic 
floods which struck last year and the year be- 
fore. 

The traffic, a chaotic merry-go-round of 
battered trucks and buses, ageing cars and 
hundreds of bicycle rickshaws, fills the 
streets with cheerful hooting, with a sur- 
prisingly large number of expensive Euro- 
pean manufactured sedans. 

The new airport is a great improvement 
on the old one I last landed at; there are two 
new luxury hotels and a great deal of con- 
struction going on (Dhaka indulges in the 
habit of completing two or three storeys 
which are then occupied, while reinforcing 
rods still sprout from the flat roof, awaiting 
further storeys to be added as and when fi- 
nance becomes available). 

The most impressive building is the new 
parliament (Jatiya Sangsad) building, de- 
signed by the American architect Louis 
Kahn, in an impressively timeless style — a 
heavy modernity with non-clashing echoes 
of Egypt, Greece, Rome and of Europe's 
medieval castles. 





While I was there, Dhaka marked the an- 
niversary of the Language Martyrs — stu- 
dents who died on 21 February 1952 when 
they revolted against the decision that Urdu 
should be the state language of Pakistan — 
Bangladesh at that time being East Pakistan. 
The Bangladeshis seem to have a schizo- 
phrenic attitude to this day which was de- 
scribed in the REVIEW (16 Mar.) by the wife of 
the prime minister, no less. As she wrote, it 
commemorates the martyrs who died in de- 
fence of Bengali as a language and the birth of 
Bangladesh as a separate nation. So isit a day 
of mourning and commemoration, or of 
celebration? 

Charles de Gaulle once lamented the im- 
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possibility of governing a nation which has 
as many political parties as it has varieties of 
cheese. Bangladesh has almost as many poli- 
tical parties (110, according to President 
H. M. Ershad) as it has waterways. A new 
political party or a new subsidised, loss-mak- 
ing newspaper seems to be launched every 
week, and in between all these "organised" 
different ideologies, there are infinite vari- 
eties of shades of opinion. 


So when I asked about Language Martyrs 
Day, I received varying answers. Some 
claimed it was a solemn day of remem- 
brance, featuring book exhibitions and other 
symbolic re-dedications to the language of 
Bengal and to its history and culture. Others 
pooh-poohed such solemnities, asserting 
that it had become a joyous day of celebra- 
tion, a holiday complete with family picnics 
and pop concerts. Very little solemnity 
seemed to be around when I wandered out 
into the park. 





There were families picnicking and boat- 
ing, hawkers doing brisk business and a 
crowd listening to a pop group. But this was 
Bangladesh and the pop group's lyrics were 
sufficiently leftwing to ensure that people 
weren't enjoying themselves too much. 


A certain schizophrenia also seems to af- 
fect attitudes towards booze in Bangladesh, 
where Islam is now the state religion. But 
Bangladeshis are tolerant people, with 
others and with themselves, and a generous 
amount of alcohol seems to be consumed, 
though mostly in private. Personally, I am 
surprised that, despite food shortages, more 
people are not affected by obesity and bad 
teeth, given the amount of sugary soft drinks 
which are consumed at social events: instead 
the men are sinewy, the women are sinuous 
and every mouth forms a white, flashing 
smile. 


Some private organisations, such as the 
venerable Dhaka Club, serve alcoholic brews 
and the result is the achievement of the im- 
possible: the volume and level of political de- 
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bate is intensified — a real Islamic version of 
the miracle at Cana of Galilee, when water 
was turned into wine. One can hear the dis- 
cussions at 500 yards when the club is in full 
swing. 

I also visited an equally venerable, British- 
style club at Chittagong, which boasts mag- 
nificent modern facilities for tennis and 
swimming. Parts of the institution, how- 
ever, remain much as they were in the last 
century. The billiard room was empty when I 
popped in, except for two patient bearers 
waiting to set up balls, chalk cues and keep 
the tallies of points on the old heavy brass 
and mahogany scoreboards. The beautifully 
maintained full-sized green baize tables 
stretched into the distance under the heavy 
pendant lights, complete with Victorian tas- 
sles. In the empty room one could almost 
hear voices ordering chota pegs echoing 
down the ages. 


The ambivalent attitudes to alcohol have 
resulted in that most anomalous of institu- 
tions in Dhaka — a dry Press Club. It stands, 
a handsome building on a handsome corner 
site, heavily subsidised by Bengali leaders, 
past and present, who wished to ingratiate 
themselves with the reptiles of the media. 
However — at least every time I passed it — 
its precincts appeared to be unsurprisingly 
empty. And, apart from my regard for Ben- 
gali sensitivities — both religious and politi- 
cal — I am not going to enter a plea that the 
Press Club should be granted a liquor licence 
since, if other institutions are anything to go 
by, the result could only be the launching of 
another 100 newspapers, all doomed to 
being eternally in the red. 


Apart from alcohol withdrawal symptoms, 
the only discomfort I suffered in Bangladesh 
was caused by myriads of mosquitoes. The 
locals seemed inured, and were rather sur- 
prised when I tried to swat them. I assumed 
they all had built-in immunities, such as en- 
larged spleens. But not so: a protest rally was 
held near the (dry) Dhaka Press Club recent- 
ly. The local authorities thereupon an- 
nounced cash rewards for those who could 
slaughter the insects in large numbers: any- 
one producing 1 kg of dead mosquitoes 
would be rewarded with Taka 1,000 
(US$34.70). 

I have made no inquiries about the 
weight of a mosquito; I simply let my mind 
boggle at the number of dead ones required 
to weigh 1 kg. That says more about Dhaka’s 
poverty — where the reward amounts to 
nearly a month’s minimum wage — than 
pages of statistics. * 
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NOW 


TO REVOLUTIONIZE AIR TRAVEL. 








To call the MEGATOP 747 a revolutionary aircraft is 


not an overstatement. It can fly 13,000 km nonstop. 


Simply put, SIA's MEGATOP is the largest, fastest 





long-haul aircraft in the world. It will be the first 


passenger aircraft ever to fly nonstop between 
Singapore and London. . . cutting hours off normal 
travel times; the first stretched upper deck 747 capable 
of flying San Francisco to Hong Kong nonstop, or 
Honolulu to Singapore nonstop; and the first of its type 
to serve Europe, Australia and Asia. Yet no matter how 
many hours our MEGATOP may save you, you will still 
have ample time to enjoy a standard of inflight service 
even other airlines talk about. As the latest addition to 
the world’s most modern fleet, our MEGATOP 747 takes 
you further, faster, in greater comfort and luxury, than 


you ever imagined. Experience it from 9 April 1989. 


( 
A great way to Fly q 7 
SINGAPORE AIRLINES 4/7 
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A provincial town dressed up like a big city 


New-fangled New Delhi 


By Jagdish Bhatia in New Delhi 


ver 40 years after Subhas Chandra 

Bose gave the soldiers of the Azad 

Hind Fauj the call of Dilli Challo! 

(March to Delhi) to rout the Raj, 
another army is advancing on the Indian 
capital. It is a motley horde comprising 
power-brokers, artistes, entrepreneurs, pro- 
fessionals, labourers, technocrats, indus- 
trialists and carpetbaggers, whose common 
cause is to take by storm a bureaucratic vil- 
lage that almost overnight has metamor- 
phosed into a glittering megapolis, a beckon- 
ing gateway to the 21st century. 

Key to the Indian heartland, Delhi has 
been a phoenix too frequent, arising seven 
times from the ashes of history before Edwin 
Lutyens fathered the imperial brainchild that 
a British official dubbed “a bastard city con- 
ceived without passion.” But as accustomed 
as they might have become to invasion — 
from Babur to Nadir Shah to the British — the 
ghosts of Delhi may well quail before the 
onslaught the city now faces — an avalanche 
of change that threatens to sweep away all 
vestiges of the past. 

More than 300,000 migrants pour into the 
city every year, creating a demand for some 
80,000 extra housing units annually. From 6 
million in 1981, the city’s population has 
risen to 8 million and is estimated to reach 14 
million by the turn of the century. Every 
month the broad streets and flyovers of Delhi 
accommodate an additional 10,000 motor 
vehicles, and their exhaust emissions mingle 
with the smoke of the industrial activity that 
over the past few years has registered an in- 
crease of over 138%, making the city the most 
rapidly expanding — and polluted — 
growth centre in the country. 

Delhi's smog of success, however, does 
not obscure the glitter of the cosmopolitan 
culture that the capital has acquired. Interna- 
tional film festivals and star-studded soirées 
of Indian classical dance and music, the Bol- 
shoi ballet and repertory Shakespeare, 
bronzes from the Louvre and Old Masters 
from the Hermitage collection, Delhi has 
played eager host to all this and more. It has 
been a remarkable transformation for an 
“overgrown village” whose only culture, as 
the old joke went, was agriculture. 

Delhi’s new persona has developed a 
taste for cosmopolitanism. “I remember not 
so many years ago it was difficult to get even 
a halfway decent Chinese meal in town,” 
says a resident. “Suddenly everything is av- 
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ailable, from American fast foods to French 
nouvelle cuisine.” Almost overnight Delhi 
has become fashionable, its new boutiques 
displaying the latest styles, from designer 
denims to ethnic chic. 

Culture in all its forms has become big 
business in Delhi, thanks largely to the prolif- 
eration of big-budget official agencies set up 
to promote it. A massive infusion of public 
funds has turned the city into a state-of-the- 
art mecca for the creative personality who 
with the right patronage can strike it rich in 
the form of grants, cash awards and national 
recognition. The Midas touch of the capital's 
purchasing power transmutes the base 
metal of its allegedly innate philistinism into 
a golden opportunity for exponents of the 
arts. 


What Delhi buys today the rest of India 
talks about tomorrow and paintings sold 





The other, dispossessed Delhi. 


here fetch prices several times higher than 
elsewhere in the country, with the possible 
exception of Bombay. The owner of a well- 
established Delhi art gallery says: “Most 
major [Indian] artists today, even those 
abroad, have one foot in Delhi galleries:” 
Critics, however, are quick to point out 
that this cultural efflorescence is a hot-house 
creation and not a result of grassroots partici- 
pation. Lamenting the bureaucratisation of 
the arts whereby creativity becomes a camp- 
follower of political and economic power, a 
noted columnist, Shanta Serbjeet Singh, re- 
marks: "Indian culture has survived the 
Greeks, the Turks, the Moguls and the 
British, but it will not survive the Indians." 
Despite such dire predictions, culture as 
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an item of conspicuous consumption 
flourishes in the new New Delhi, where it 
has been co-opted into a hierarchy of status 
symbols reflective of political importance 
and money power, which are two sides of 
the same coin of the realm. It was the sym- 
biosis of politics and wealth that turned Delhi 
from a parochial frump into the sophisticated 
cosmopolite it claims to be today. 

Ever since the seat of government was 
shifted here from Calcutta in 1912, Delhi has 
enjoyed the privileges common to capital 
cities the world over. But the real turning 
point in Delhi's fortunes was 1982 when the 
Asian Games were staged in the city. Deter- 
mined to make the event a showpiece suc- 
cess, Indira Gandhi's government set out to 
recreate the city — with the help of a million 
migrant labourers and a reported budget of 
Rs 10 billion (US$656 million or five times the 
amount that it would have cost to build a full- 
fledged satellite town) for the stadiums, 
roads and flyovers required as an appro- 
priate backdrop of the show. 


o accommodate the expected influx 
of visitors, ten 5-star hotels and a 
Games Village complex were set up 
at a further cost of over Rs 5 billion. 
The Asiad was followed by the summit of the 
non-aligned movement and the Common- 
wealth heads of government meeting, both 
of which occasioned further spending spree¢ 
on beautification schemes and convention 
facilities. 

This elaborate stage setting was created 
for a scenario that sought to make Delhi a 
show window to Indira's India. As one com- 
mentator put it, the capital became an inter- 
national salon for the prime minister. The in- 
creasing centralisation that marked Gandhi's 
second spell in office made it necessary 
for commercial and industrial corporations 
seeking licences for expansion to establish 
a growing presence in Delhi. The so-called 
"licence raj" system did what the British 
raj could not: turn Delhi from a bucolic 
backwater into a commercial dynamo. La- 
bour unrest, power shortages and a de- 
teriorating law-and-order situation in several 
parts of the country added to this centripetal 
force. Whether it was a factory or commercial 
property, Delhi seemed the safest invest- 
ment: whatever happened to the rest 
of the country, the centre would be the last 
to go. 

Just how vulnerable that centre could be 
was tragically proved by Gandhi's assassina- 
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tion. But one of the consequences of her 
death has been that under the new dispensa- 
tion the capital has become even more 
paranoid — and prosperous — than before. 
"Rajiville," as its critics call it after the current 
prime minister, Rajiv Gandhi, is a city be- 
sieged by its own power and affluence and 
the envy and fears it engenders, a ghetto of 
privilege imprisoned within its protective 
sandbag barriers. 

Visitors to Delhi from other parts of India 
often remark — only half in jest — that they 
feel they should have applied for a visa to 
come to the city, so alien does it seem to the 
rest of the country. It is not only the wide, 
tree-lined avenues, imposing public build- 
ings and other symbols of wealth that induce 
this feeling of strangeness. The customary 
police barricades and security checks, par- 
ticularly widespread in the wake of a "red 
alert" following a terrorist attack or threat, 
bring home the divide between the citizens 
and the city as an embodiment of the state. 

"Thisis the only placeIknow in the coun- 
try where you're advised to carry an identity 
card, especially if you go outat night. After 10 
it's like a ghost town. It's eerie,” says a recent 
migrant from Calcutta, a city that long ago 
learnt to live with its own nightmares. 

Money is the paregoric for Delhi's dis- 
quiet. The capital enjoys an annual budget- 
ary allocation of over Rs 6 billion — by far the 
highest for any metropolis in the country — 
and can boast a per capita income of Rs 5,315 
as against the national average of Rs 1,918. 
As a barometric indication of this climate of 
affluence, property prices have shot up, in 
some cases registering a rise of over 500% in 
five years. Property is the passport to over- 
night fortune. 

As there is no freehold land available 
within the union territory of the city of Delhi, 
colonisers have bought large tracts of land for 
housing estates across the border in the 
neighbouring states of Haryana and Uttar 
Pradesh. Like a monstrous concrete tumour, 
the city has invaded the countryside, its in- 
exorable advance spurred on by the expecta- 
tion that sooner rather than later the propos- 
ed National Capital Region will come into 
being bringing the rural hinterland within 
the charmed circle of central administration 
with all its attendant amenities. 

It is not only space that is being devoured 
by Delhi but time as well. As in a palimpsest, 
the present obscures the past. Nothing re- 
mains of the splendid city of Siri built by 
Alauddin Khilji in 1303 except a heap of 
stones in a park flanked by housing colonies. 
The brooding ruins of Sher Shah Suri’s 
Purana Qila are commandeered as a setting 
for an unintentionally comic film based on 
the life of Indira Gandhi. Fugitive shades of 
Shahjahanabad, established in 1638 as the 
seat of the Mogul empire, seek survival in the 
jostling lanes of the walled enclave of old 
Delhi — a decrepit and somewhat disreputa- 
ble forebear that is said to have the highest 
density of population in the world, and 
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which the New Delhi-ite shuns except for 
occasional expeditions to buy cut-price 
groceries or go slumming in its rundown but 
still celebrated kabab shops. 

Even Lutyen’s carefully nurtured crea- 
tion has been overtaken by change and a 
jumble of high-rise construction mars the 
symmetry of Connaught Circus, once the 
elegant hub of the British-built capital. Aided 
by flyovers, the new New Delhisoars overits 
history, which is relegated to picturesque 
props like cardboard cut-outs pasted on the 
horizon. 


he archetypal life-form of this 
habitat in a hurry is the “puppie,” or 
Punjabi yuppie, a species that has 
generated its own sub-culture of 
jazzed-up Maruti Suzuki cars, five-star 
hotels and conversational English classes for 
the would-be bride in search of a “hubby” 
with a suitably “posh” job or lucrative family 
business. The darker side of puppiedom's 
comedy of manners is reflected in reports of 
“dowry deaths," "eve-teasing" and other 
conveniently labelled acts of sexual victimi- 
sation that have become an accepted part of 
the city's idiom. 
Crimes against women, more commonin 
Delhi than in any other Indian metropolis, 
are seen by many as symptomatic of the rank 





Delhi street scene: the smog of success. 


exploitation and anomie that fester beneath 
the facade of modernism. "It's a narrow- 
minded, provincial town tricked out like a 
big city, and has the worst of both worlds — 
the loutishness of one and the cynicism of the 
other. It's an aggressive place, ready to take 
advantage of weakness. You can't let your 
guard down for a moment," says a Delhi- 
based woman journalist. 

Unlike Bombay, which for all its brusque- 
ness has evolved a rough-and-ready 
egalitarianism of the rat-race, Delhi is 
stratified according to a rigid caste system 
based on political clout and money power, 
the two basic themes of almost all conversa- 
tion in the capital. You've got to have one or 
the other — or preferably both — if you really 
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want to make it here," says a veteran Delhi- 
watcher. “And you can't try to fake it. The 
first question you're asked hereis: "Where do 
you stay?' From your answer, the other will 
be able to figure out to a nicety your social 
status, official position and probable bank 
balance. Which is all that matters." 

But there is another Delhi, a jettisoned 
second city within the first that the majority 
of residents of the latter would prefer to 
forget. This other, dispossessed Delhi is rep- 
resented by over 650 scattered jhuggi-jhopri 
(shantytown) clusters inhabited by an esti- 
mated 2 million people. However, spokes- 
man for the Voluntary Health Association of 
Delhi claims that a total of 4.8 million live in 
"subhuman conditions" that extend to the 
so-called “resettlement colonies" which 
often are not much better than the shanty- 
towns they seek to replace. Often lacking the 
most basic amenities, including safe drink- 
ing water and proper sewerage facilities, 
these slums are fertile breeding grounds of 
disease. 

Last year, a six-week epidemic of cholera 
and gastroenteritis claimed almost 300 
lives out of a total of over 28,000 reported 
cases. “It is God who is looking after 
the people of Delhi, not the municipal corpo- 
ration or the health department,” says 
a former chief health officer of the city. 


The lieutenant governor of Delhi, 
Romesh Bhandari, has admitted that to re- - 
settle slum dwellers would cost an “impossi- 
ble” Rs 10 billion; so far less than 10% of that 
has been promised to ameliorate conditions 
in the shantytowns, where many of the mi- 
grants to the city end up. Yet the inexorable 
influx continues. For despite its often squalid 
reality, Delhi continues to be for many a mir- 
age city, a promised land of plenty. 

“The world is the body and Delhi its 
soul,” wrote the court poet Mirza Ghalib in 
the fading twilight of the Mogul era. Today, 
many lament that Delhi has bartered its soul, 
and gained instead a make-believe world. 
And the Faustian tragedy of Delhi is that it 
does not feel it has lost in the bargain. s 
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Seeing red in Sichuan 





Red Earth: Revolution in a Sichuan 
Village by Stephen Endicott. I. B. Tauris, 
London. £24.50 (LIS$42). 


Just when you thought Western romantic 
revolutionaries had stopped writing books 
about China or had finally caught up with 
the party line, Red Earth has appeared to 
strike not so much red terror as red tedium 
into the hearts of readers. 

Stephen Endicott begins his study of life 
in a Sichuan village with a description of the 
lively New Year festivities there in 1984. 
There are fireworks, magic shows, storytell- 
ers and snack stalls; crowds of people mill 
about, showing off their new clothes and en- 
joying the holiday atmosphere. Our Cana- 
dian scholar, however, cannot bring himself 
to join in the fun, for he is too busy being 
ideologically offended. 

Among the various sights which Endicott 
finds distressing are those of fortune tellers 
and snake-charmers playing the crowds; he 
notes that such "superstitious or questiona- 
ble activities have not been seen around 
these parts for decades." Hisattitute towards 
those peasants and small traders who have 
obviously prospered under Deng Xiaoping's 
reforms is ambivalent. He confesses that "at 
a deeper level" he perceives in the festivities a 











"surrealistic some might say nightmare, 
quality,” for “the lure of personal enrichment 
. .. appears to be taking centre stage again.” 

Endicott tells us that he spoke to many 
people to put together this history of one vil- 
lage over three decades of revolution. It is ob- 
vious from the text that he only really lis- 
tened to a few. These were mainly local 
cadres nostalgic for the days of Mao 
Zedong's mass movements and resentful 
and suspicious of the post-Mao reforms. 
Since Endicott himself has adopted the vo- 
cabulary of basic Maoism, using phrases in- 





New Yearfestivities in Sichuan. 


Ministering to the maimed 








From Beirut to Jerusalem: A woman 
Surgeon with the Palestinians by Swee 
Chai Ang. Grafton, London. £3.99 (US$6.85). 


In 1987, shortly before Swee Chai Ang left 
for the Palestinian refugee camps in Lebanon 
for the third time, she said in an interview: 
"Every time I go to the Lebanon my mother 
cries, but they [her parents] have never stop- 
ped me because they know I’m doing the 
right thing. They brought me up in the old 
Chinese philosophy that says a doctor is like 
a parent to her patients . . . they have always 
said that their children belong to society and 
should serve the needs of other people." So 
that's what she was doing there. 

From. Beirut to Jerusalem chronicles the 
story of Ang's work on behalf of Palestinian 
refugees, from her arrival in the Sabra and 
Shatila camps shortly before the Israeli-spon- 
sored massacre in September 1982, to her de- 
parture from Lebanon in the early months of 
1988, at a time when the Palestinian uprising 
on the West Bank was giving new hope to 
their fellow exiles in Beirut. Throughout this 
time, Ang worked as an orthopaedic sur- 
geon in camp hospitals, treating a constant 
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stream of casualties caused by the periodic 
attempts of Israelis, Christian Lebanese, 
Amal militia and Syrians to wipe out Palesti- 
nian settlements. In the course of her occa- 
sional trips to Britain, she helped found and 
organise the charity Medical Aid for Palesti- 
nians, which raises money to send medical 
personnel and equipment to the camps. 

Born in Malaysia, Ang was practising 
medicine in Singapore when her husband 
Francis Khoo's activities as a lawyer on be- 
half of human rights groups brought the 
wrath of Lee Kuan Yew's idiosyncratic au- 
tocracy down on their heads. A 3 a.m. visit 
from the Internal Security Department fol- 
lowed. Khoo escaped to London followed by 
Ang. Britain has been their base since 1977. 

A refugee herself, Dr Ang's commitment 
is easy to understand. Dedicated "to the 
Palestinians and their friends," hers is a 
polemical work, informed by her fierce 
Christianity and absolute refusal to com- 
promise in the face of unpleasantness. Her 
beliefs lend an appropriately biblical tone to 
her writing, and like the Bible, her book is 
worth reading for its prose; awkward, artless 
at times, and straight to the point. 
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vented by communist propagandists with- 
out quotation marks, explanation (in many 
cases), or shame, he does not seem to be able 
to tell when his informants are also speaking, 
in slogans. What makes the endeavour 
slightly ridiculous is that it is inevitably those 
people who sound most like old editions of 
the People's Daily whom he praises for their 
brilliance, articulation or original ideas. 

On the other hand, the author tends to 
belittle criticisms of the Mao era and praise 
for the current regime as simply the new 
party line. Certainly, changing policies have 
had a complex and not entirely salutary effect 
on village life; one just wishes that the author 
was a bit more willing to listen to the other 
side. 

But Red Earth is not just a shoddy and fun- 
damentally dishonest work. It is also pro- 
foundly anti-humanistic. While affecting 
great sympathy for the Maoist project, En- 
dicott simply cannot find it in himself to react 
with decency to the plight of individuals. 

One of the most offensive episodes 
comes when the author speaks with a former 
landlord who bore the label of “counter- 
revolutionary" for 26 years: "His round face 
is likeable,” Endicott concedes, “but its easy- 
going expression, one thinks, must surely be 
a mask since his status suggests that he 
has done bad deeds.” He then casually 
suggests another possibility, that the 
man is “emotionally drained” from his 
five years in a labour camp and the death 
of his entire family in the Great Leap For- 
ward. m Linda Jaivin 


Her description of the massacre at Sabra 
and Shatila in 1982 is particularly impressive. 
She does not gloss over slaughter, assuming 
a position of authority by saying that the 
issue "is notthat simple." She writes with the 
authority of someone who knows precisely 
what effect automatic rifle fire has on the 
bodies of children; of someone who has seen 
a good many of her friends die violently. Ex- 
pect involvement, not analysis. 

Fingers are pointed here, especially at the 
Israelis. Ang writes: "Some Israeli soldiers 
now regarded Arabs as inferior and sub- 
human. Why had they not learnt?" She ex- 
presses the bewilderment at the heart of the 
Middle East question, namely, why do 
people who have suffered so much treat 
others so badly? Yet the assumption that suf- 
fering should confer superior morality does 
not hold up. In fact, it is this assumption 
which allows so many countries to get away 
with so much. It would be fair to say that the 
post-colonial power equation runs: A op- 
presses B, who in turn oppresses C, using 
techniques learned from A. Ang does not say 
whether she will remain working for the 
Palestinians. As a relentless sympathiser 
with the underdog, she will find many 
places around the world that merit her in- 
tense, heartfelt polemics. This reviewer 
hopes to read them. m Jamie Kenny 
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Tensions in friendlier relations 
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Postwar Indochina: Old Enemies and 
New Allies edited by Joseph J. Zasloff. Centre for 
the Study of Foreign Affairs, Foreign Service 
Institute. US Government Printing Office, 
Washington D.C. US$9. 


It is a measure of the speed of geopolitical 
shift in Southeast Asia that many of the 
thoughtful essays in this volume, released 
little more than a year ago, already appear 
slightly dated. After all, in early 1988it would 
have been rash to predict that there would be 
a Sino-Soviet summit in May 1989, that be- 
fore the end of the year the Thai foreign 
minister would be in Hanoi, that China 
would be meeting with Vietnam; that Hun 
Sen would enjoy almost royal treatment in 
Bangkok, or that businessmen from every 
conceivable Asian country would be beating 
a path to Vietnam's door. 

Nonetheless, all those events and more 
have occurred, and few would now dispute 
the view that, the remaining thorny issues 
notwithstanding, a resolution of the Cam- 
bodia question, the issue that has defined 
strategic alignments in the region for more 
than a decade, is no longer far off. Postwar In- 
dochina — whose largely historical approach 
helps to illuminate the underlying elements 
shaping the new realities of Southeast Asia, 
or in some cases preventing new realities 
from emerging — is still a useful volume, 
though, precisely because of the rapidity 
with which regional alignments can change, 
with short-term trends sometimes masking 
enduring historical and cultural factors 
which ultimately resurface. 

On the surface, it appears that the coming 
months and years will bring an atmosphere 
of reconciliation: between China and Viet- 
nam, between Vietnam and Cambodia, be- 
tween Vietnam and Asean, and even, 
perhaps, between Cambodian factions. But 
underneath it all will be a residual tension, 
certainly between China and Vietnam, Thai- 
land and Vietnam, and between Vietnam 
anda Cambodian regime of any complexion. 

The lead chapter on Vietnamese politics 
and economy is a useful reminder that the 
Stalinist legacy — surviving in the leaders of 
the Ho Chi Minh generation who still exert 
influence, and in an inert bureaucracy 
threatened by the changes that reformers 
like Nguyen Van Linh and Vo Van Kiet view 
asessential — continuestoimpede economic 
reform. 

Several essays on Vietnam’s relations 
with Laos and Cambodia, and on the history 
of the Indochina federation idea also shed 
light on Hanoi's obsession with security, and 
on its notion of a pre-ordained right to domi- 
nate its neighbours that is certain to make it 


| difficult for Laos and Cambodia to emerge 





from Hanoi's shadow in the post-conflict In- 
dochina that now appears on the horizon. 
As Nayan Chanda points out, at the sixth 
party congress in 1986, Hanoi elevated its 
domination of Indochina, so the party resol- 
ution reads, to "a law governing the survival 
and development of all three fraternal na- 
tions." 

What then, are we to make of Hanoi's 
gradual withdrawal from Cambodia and 
Laos? Will discreet influence in both nations 
suffice for Hanoi, and given Vietnam's dire 
economic straits and Asean's dynamism, 
will social and economic forces pull Laos and 
Cambodia away from Hanoi's orbit? 

Obviously, only a seer or intellectual 
charlatan could answer such questions now. 
But there are new forces at play, namely the 
complete systemic failure of communism, 
the repercussions of which portend enorm- 
ous changes for the region. One conse- 
quence of this phenomenon is the Sino- 
Soviet rapprochement, a development that 


is reshaping the entire region. As the two E 
communist giants seek a respite from == 


strategic competition and focus on internal 


reform, Vietnam is being peccunie ec 


accommodation mode, into temporarily 
shelving its Indochina federation dream, 
and into expediting its own market-oriented 
reforms as a new generation slowly but 
surely comes to power, Similarly, an accom- 
modation mode means that Vietnam may, 
however slowly, gravitate towards Asean 
and the West as it becomes clear that sustain- 
ing Hanoi is more a burden than an asset to 
Moscow. 

It is these mind-boggling changes that 


limit the usefulness of two chapters, oneon * 
Soviet-Vietnamese relations and one on 
5ino-Vietnamese relations. While both pro- = 


vide a healthy historical perspective on key 
relationships now ina state of flux, both have 


been overtaken by events. In light of recent © 
Gorbachov offers, Donald Zagoria's obser- < 
vation that the Soviets "are unlikely to xs 
jeopardise their military facilities in Vietnam — 


by doing anything that would seriously 
alienate the leaders in Hanoi" appears, along 
with some of his other remarks, as yester- 
day'sconventional wisdom. 

E Robert Manning 





How blows the wind in Peking 


Chinese Days by Angela Terzani. Translated 
by Kirsten Marnane Romano. Odyssey 
Productions, Hongkong. HK$89 (US$11.40). 


EE ————— mim tkanunansnassmanma yaapa a He 


Diaries are the devil to keep: ebullience 
and ornate phrasing would brand them as 
being nursed from the start for publication, 
while anything personal would writhe on 
the page in a series of coded banalities. 

Bravo, therefore, to Angela Terzani's con- 
vincing account of her four years in China in 
the early 1980s (the same turbulent period 
captured by her husband Tiziano in his book 
The Forbidden Door), rendered into English in 
what feels like a truly gifted translation. 

Although Italian, Tiziano was foreign cor- 
respondent in Peking for the West German 
magazine Der Spiegel, and some of Angela's 


liveliest entries centre on the antics (and spi-. 


rited bons mots) of the overseas press 
corps. Particularly revealing is her insider's 
account of the monitoring of the trial of the 
Gang of Four and the Lin Biao Clique. 

Over and above diplomats and fellow 
journalists — and despite the regulation 
warning Chinese against fraternising with 
foreigners — the Terzanis seem to have en- 
joyed an astonishingly wide cirde of friends, 
including scholars, painters, writers, singers 
and musicians. One particularly poignant 
meeting is with the pianist Fou Ts'ong (an 
émigré in England) and his brother Fou Min, 
who also left China for London but returned. 
("The food is terrible in London,’ [Fou Min] 


says. "Write your story,’ we say to him. ‘1 
don't know how to write any more,’ he 
answers simply. ‘I have had to write too 
many self-criticisms in the past'.") 

It is an obstinate, indestructible China | 
that the Terzanis grappled with, a place. 
where “a law is nota law, a regulation is nota 


regulation in any clear, indisputable sense. _ 3 


Here, it is a question of getting a feeling for 
the space that surrounds them, judging how 
far they can be extended, this much today, 
that much tomorrow . . 
the Chinese awake each and every morning 


and hold a finger up to the wind to find out. P : 


which way it is blowing." 

Elsewhere, Terzani scolds her husband. 
for treating the officials aggressively, as if 
they were responsible for the system with 
which they collaborate: "He is weary of the 
comedy, the ambiguity, the veils which here 
in China blur the outlines of every concrete ` 
thing. He cannot accept watching this vast -` 
shadow theatre without sticking his knifein - 
to see if there is a live body on stage, to see 
whether or notit spurts blood. I, ontheother .. 
hand, feel that I live in a kind of underworld, - 
among sad souls whose bodies have some- ~ 
how remained on earth. I feel immensely . 
sorry for them and there are but fewIwould 
wish to torture further." 2 

The clear-eyed picture she weaves of — 
China is all the more depressing for the quiet. 
assurance of her prose. * 
E Christopher Holmes 
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Political scandal hits operations of Japan's Recruit group 


Cosmic dis 


By Charles Smithi in n Tokyo 


he Recruit share-peddling affair 

has shaken the foundations of Ja- 

panese politics with its revelations 

of corruption at the top of the ruling 
Liberal Democratic Party and among senior 
bureaucrats. But the affair could also be 
. the prelude to a shake-up in the business 
© world. 

The Recruit group, consisting of 28 com- 
panies with interests in information services, 
real estate and magazine publishing, has suf- 
fered a massive loss of confidence following 
disclosures of large-scale bribery by its foun- 
der, Hiromasa Ezoe. The group’s accumu- 
lated bank debt of Y1.86 trillion (US$14.1 bil- 
lion — roughly 30% more than that of Nip- 
pon Steel Corp.) may be too large for any of 
its member companies to be allowed to go 
bankrupt. 

But dismemberment seems a strong pos- 
sibility, with Recruit Cosmos Co., the real es- 
tate arm, being a prime target for takeover by 
a trading company or a rival real-estate de- 
veloper. 

One popular rumour suggests the com- 
pany may be merged with Sumitomo Realty 
and Development Co., a fast-growing con- 
dominium and rental office developer which 
has been a strong competitor in the middle 
and upper levels of the Tokyo housing mar- 
ket. 

Whether or not a merger is arranged, Re- 
cruit Cosmos seems unlikely to be able to 
maintain its present dominant market share 
in the Tokyo area or continue expanding its 
business at anything like the pace the com- 
pany managed to maintain up to the end of 
1988. 

Recruit Cosmos jumped from ninth to 
second position among the condominium 
developers contending for supremacy in 
Tokyo in a single year (1985) and has since 
moved steadily closer to Daikyo Inc., the 
long-established developer which holds the 
number one slot. 

Recruit Cosmos' phenomenal growth, 
however, seems to have been achieved at the 
cost of overburdening the company with 
debt and of cutting a number of legal and ad- 
ministrative corners. Some of these have al- 
ready landed the company in trouble with 
the Tokyo Public Prosecutor's office and 
media reports suggest that more ir- 
regularities may be uncovered shortly. 

Major city banks such as Mitsui and 
Sanwa and long-term credit banks such as 
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the Industrial Bank of Japan and Nippon 
Credit Bank, which rushed tolend money to 
the company during the 1986-88 real-estate 
boom, now seem embarrassed at the extent 
of their exposure to the company and would 
probably be unwilling to step up lending 
much above present levels. A freeze on loans 
would mean a drastic contraction in turnover 
for the company given the need to replenish 
land stocks which were depleted by very 
rapid condominium sales in 1987 and early 
1988. 

A second reason why Recruit's property 
business looks vulnerable to a collapse of 
public confidence is that the company stands 
to lose much of its edge in the "resale" mar- 
ket for completed condominiums where 
it held a virtual monopoly before mid- 
1988. 

Unlike other major housing developers 
whose business consists of aquiring land 
which is redeveloped and resold in the form 
of condominium blocks, Recruit Cosmos fol- 
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lowed a dual strategy of developing land 
under its own name and of buying and sell- 
ing land and buildings developed by smaller 
real-estate companies. 

The system gave the company a unique 
insight into market trends in the Tokyo area, 
and may well have enabled it to strike better 
deals on land purchased by Recruit Cosmos 
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for its own development projects. But 
“proxy” seat aay of this kind was costly 
— requiring the maintenance of a sep- 
arate financing arm, First Finance, which 
raised money from city banks and re-lent 
the same funds at higher interest rates 
(and high risk) to smaller real-estate develop- 
ers. 

The maintenance of a secondary network 
of companies acting as dummies for the main 
Recruit group also meant that the company 
had to be able to convince smaller companies 
of its own financial stability. 

First Finance had the heaviest outstand- 
ing bank debts of the three main Recruit 
group companies when the Recruit Cosmos 
scandal broke in mid-1988. It now seems 
unlikely to be able to borrow much more 
given the controversy surrounding the 
company’s role in financing purchases of 
“pre-listed” shares in Recruit Cosmos for 
politicians and bureaucrats. A plan for First 
Finance to strengthen its financial position 
by floating its shares on the Tokyo over-the- 
counter (OTC) securities market had to be 
abandoned in late 1988 after the OTC flota- 
tion of Recruit Cosmos began attracting con- 
troversy. 


ven if the Recruit scandal had not 

brought the system of secondary fi- 

nance tumbling down, Recruit Cos- 

mos might have been unable to 
maintain the system in a declining property 
market, analysts suggest. Interest rates paid 
by First Finance on its borrowings from 
major city banks are believed to have been at 
least one-and-a-half points higher than rates 
charged to first-class Japanese manufactur- 
ing companies such as Toyota. 

Spreads on refinancing loans made by 
First Finance to small real-estate companies 
were another problem. 

The company's margins are thought to 
have come under pressure with the weaken- 
ing of real-estate prices, making it progres- 
sively harder for the group to act as an inter- 
mediary between banks and smaller real-es- 
tate developers. A continuation of this pro- 
cess would knock away one of the main 
props supporting Recruit Cosmos' strategy 
of tuming itself into an "integrated" real-es- 
tate developer. 

Recruit's other core business — the publi- 
cation of job placement magazines — looks 
only slightly less vulnerable in the aftermath 
of the scandal. The job placement business 
originated as a virtual monopoly when ne 
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ing from Tokyo University in 1960 that large 
companies operating in what was then a 
tight labour market needed a direct means of 
contacting graduating students to recruit as 
“life-time” employees. But the job placement 
business, like condominium development, 
depends heavily on public confidence which 
may now have been sacrificed. In any case, 
graduate recruitment has become less of an 
issue for major companies since the growth 
of the Japanese economy slowed in the mid- 
1970s. 

Recruit executives claim that the com- 
pany's two main employment magazines, 
Bing (specialising in advertisements for jobs 
at large companies) and From A (aimed at 
part-time workers) have managed to hold 
their circulations since July 1988, though ad- 
vertising sales have become more difficult. 
The rapid growth of a new job placement 
magazine, Doda, however, suggests that 
others are out to take advantage of Recruit's 
discomfit. 

Competition also appears to be hotting 
up in the employment-related film and video 
markets where Recruit may still be domin- 
ant. Companies commissioning promo- 
tional films which they hope will attract top 
graduates no longer see the Recruit name as 
an asset. 

The same applies to yet another out- 
growth from Recruit's original magazine 
publishing business — the drafting of educa- 
tional programmes from the mid-career edu- 
cation of life-time employees working for big 
companies. 

Recruit's own ability to attract and hold 
employees in the wake of the scandal is seen 
as another major problem. The company 
claims that there has been only a handful of 
cancellations among the 660 graduates from 
top universities who agreed to join the group 
in the autumn of 1988. However, the recruit- 
ment of temporary or arubeito staff who make 
up nearly half the 6,500 strong workforce of 
Recruit Co. (the Recruit group parent, and 
the division responsible for magazine pub- 
lishing) already appears to be suffering seri- 
ously. This could matter a lot given the 
group's strategy of relying on temporary 
staff 


A high ratio of part-time workers has 
been a sensible strategy for the company to 
persue in the past, analysts say, given the 
preponderance of unskilled sales jobs in the 
magazine and video divisions and the flexi- 
bility derived from being able to lay off work- 
ers who do not meet sales targets. But re- 
liance on young unskilled workers has also 
given the company a bottom-heavy age 
structure and created a vacuum between 
rank-and-file workers and senior manage- 
ment. The vacuum has grown more serious 
in the past few months with the arrest of four 
senior Recruit executives, including Ezoe 
himself, on charges of attempted bribery. 

Recruit’s surviving management team 
consists of President Naotaka lida, a former 
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IBM Japan executive who was persuaded by 
Ezoe to join the company in the late 1970s to 
start a computer services subsidiary, and a 
handful of men in their 40s and early 50s, 
most of whom were originally lured away 
from major companies outside the group. 
lida and his team are thought to be fully capa- 
ble of keeping the company’s magazine pub- 
lishing business running profitably for the 
foreseeable future. But “strategic expansion” 
into new business areas of the kind favoured 
by Ezoe before the scandal broke, could 
prove difficult. 

This includes the completion of plans to 
expand into the business of reselling high- 
speed digital circuits leased from Nippon 
Telegraph and Telephone (NTT) to com- 
panies as “in-house” communications sys- 


tems. Ezoe used his links with NTT — which 
are themselves now under scrutiny by the 
Prosecutor's Office — 
fore the scandal broke, but this new arm of 
the company's business is said to be still “im- . 
mature.” 

A strength of Recruit’s management, ac- 
cording to analysts, is a “multiple profit 
centre system" which has allowed execu-  . 
tives in their 30s to run relatively small divi- . - 
sions of Recruit Co. as if they were separate 
companies, with authority to make decisions > 
in virtually all areas except the hiring of full- — . 
time staff. The system gave Recruit far great- 
er flexibility than the average major Japanese 


company, where decision-making is carried . 


out by a complex and time-consuming pro- 
cess of discussion at all levels of the com- 
pany. | | 
But division directors with full responsi- ~ 
bility for profits are said to have either buck- |... 


led under the strain or left to start new com- = 
panies of their own, with the result that Re- = 
cruit has suffered from even more internal 


instability than other fast-growing com- 
panies. 

What seems to be needed now is a group 
of middle managers who will pick up from 


where Ezoe left off and give the company a =: 
much-needed dose of stability without sac- 


rificing some of the original entrepreneurial |. 
spirit. Unfortunately this is a combination `- 


which seems consistently to elude Japanese — 


companies. n 
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Malaysia s weak ringgit boosts inflationary pressures 


Note of uncertainty 


By Nick Seaward in Kuala Lumpur 


eightened fears of inflation, slower 
H domestic savings and the continuing 
slide of the ringgit against the curren- 
cies of Malaysia's trading partners have 
brought into sharp focus the government's 
dilemma over whether to push up interest 
rates. Money market brokers now believe 
that the government will be forced to an- 
nounce an increase soon — perhaps to coin- 
cide with the publication by the central bank, 
Bank Negara (BN), of its annual report for 
1988 at the end of March. 
Prominent economists are already calling 
for an increase in interest rates. They believe 
that the need to curb Malaysia's accelerating 


inflation should override the government's 


desire to keep the ringgit weak in order to 
help Malaysia's exports become more com- 
petitive on world markets. The government, 
however, claims that the weak ringgit en- 
abled exports to grow by 23% last year to 


M$55.5 billion (US$20.11 billion). It has also 
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eig down the inflationary impact of the 
5% fall of the ringgit against the US dollar. - 
over the past 12 months. VS 
The semi-official Malaysian Institute of m 
Economic Research (Mier) has come up with 
a revised consumer price index forecast of 
4.1% for 1989, compared with an official fore- ` 
cast last October of 3%. Latest figures for the . 
producer price index — those for December | 
— indicate an annualised rate of 16.8%. 
"Ihe government has to address the .. 
problem of inflation — the numbers that are . 
coming out are extremely worrying,” said- 
one senior broker. "And the problem is obvi- 
ously imported inflation: on the domestic - 
side there is no wage pressure overall,” he | 
added. The same broker said the deprecia- - 
tion of the ringgit had forced up the price of- 
capital goods imported by the manufactur- ~ 
ing sector. Total imports account for about -. 
49% of GNP at market prices. | 
According to Mier, the major factor in the - 


depreciation of the ringgit since 1987 has > 
been the differential in interest rates in favour |. po 
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of foreign currency-denominated assets. It 


has charted a strong correlation between the 
nominal effective exchange rate and the 
three-month nominal interest rate differen- 
tial between ringgit interbank deposits and 
weighted foreign currency deposits, based 
on eight countries, including the Singapore 
dollar and US dollar deposit rates in Singa- 
pore-based Asian Currency Units (ACUS). 
| Atpresent, the gap in interestratesis very 
wide. Six-month money is fetching 6% in 
Kuala Lumpur at the moment, compared 
with 11% in US dollar ACU accounts. The 
continued selling pressure on the ringgit has 
forced it down to its lowest level against the 
US dollar since 1972. So far, however, the 
government has shown little willingness to 
consider raising interest rates to stem the out- 
flow of money seeking higher returns. 
Neither has it conceded publicly that there 
exists a problem with the ringgit at all. 


n 8 March, in reply to hostile ques- 

tions from no fewer than 15 MPs, 

Deputy Finance Minister Loke Yuen 
Yow said the weakness of the ringgit was 
due to the 1985 Plaza Agreement and 1987 
Louvre Accord, which brought down the 
value of the US dollar and strengthened the 
yen and other currencies. He made no men- 
tion of interest rates. On the same day, Fi- 
nance Minister Datuk Paduka Daim Zainud- 
din said he did not favour a rise in Base Lend- 
ing Rate (BLR), which is 7% for all but the two 
largest banks. Instead, Daim urged banks to 
increase their deposit rates from the current 
level of 5.5% to attract money back into the 
country. 

Economists reckon that an increase in the 
deposit rate without an increase in BLR is ex- 
tremely unlikely. The banks are still carrying 
an enormous portfolio of bad and non-per- 
forming loans on their books, which have to 
be serviced. Deposit rates have already 
moved up from 4.5% in December, due to 
tightening liquidity as loans growth has far 
outstripped deposits growth since the sec- 
ond quarter of last year. And early in March, 
the chairman of the Association of Banks in 
Malaysia, Tan Sri Haji Basir Ismail was 
quoted as saying that the banks’ spread was 
already stretched too thinly. 

The banks may have an ally in BN gover- 
nor Tan Sri Datuk Jaffar Hussein who 
seemed to leave the door open for a BLR rise 
when he said on 13 March that “if the finan- 
cial institutions do come to us for a revision 
we will have to study the matter first before 
allowing any change.” 

Money brokers believe that BN would 
dearly love to implement an interest rate in- 
crease if allowed to by Daim. “BN is doing a 
marvellous job containing the dollar-ringgit 
at present levels”, said one, “but it doesn’t 
have interest rates as a weapon — it’s been 
fighting with one arm tied behind its back. 

BN has not been helped, either, by the tim- 
ing of events beyond its control. On 18 Janu- 
ary, for instance, the central bank forced in- 


(46 


FAR 





terbank rates up by one point to 6% to help 
out the ringgit, but the revelations of Prime 
Minister Datuk Seri Mahathir Mohamad's 
heart problems the same day undid all the 
good work. Then on 26 January, Daim an- 
nounced that the govermment would not in- 
tervene to prop up the ringgit, which was in- 
terpreted by most dealers as a strong signal 
to buy US dollars. 

Finally, BN declared limits of US$2 million 
on ringgit swaps to foreign banks on 17 Feb- 
ruary, and managed to push three-month in- 
terbank rates up to 9%. However, the gov- 


ernment and a number of key Non-Financial 
Public Enterprises (NFPEs) chose that mo- 
ment to refinance significant portions of their 
foreign debt. According to an estimate by 
Bank Buruh, the NFPEs sold between 
M$500-700 million for US dollars in Feb- 
ruary and March, forcing the ringgit down 
from M$2.725:US$1 after the imposition 
of the swap limits, to M$2.735 on 28 Feb- 
ruary. 

Opinions are divided on the long-term 
true value of the ringgit, based on current 
economic fundamentals. Some foreign 
brokers have made estimates of around 
M$2.55:US$1. Mier agrees that the currency 
is undervalued at present but it warns that 
the ringgit will have to remain at a sufficiently 
low level over the long-term to enable the 
country to win enough export markets to 
provide the current-account balance of pay- 
ments surpluses needed to service and pay 
off its large foreign debt. 

In a research paper released recently, 
Mier stated that the present boom in com- 
modity prices should not be relied upon to 
provide the current account surplus which 
Malaysia needs. Moreover it suggested, (al- 
beit in its usual circuitous language), that the 
present boom in prices is merely postponing 
a further downward adjustment in the 
ringgit which will take place when the pre- 
sent upward cycle. " 
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Taiwan gw summer of power shortages 


Joining the fan club 





By Jonathan Moorei in Taipei 





aiwan residents could be forced to re- 

sort to hand-held fans in order to keep 

cool this summer following a warning 

by state-run Taiwan Power that it may have 
to ration power at times of peak demand. 

If suchemergency rationing measures are 

adopted they will be the first significant evi- 

dence of a looming power crisis in Taiwan. 


an's power crisis 
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They will also increase pressure on Taiwan’s 
beleaguered manufacturers, already suffer- 
ing because of rising labour costs and cur- 
rency appreciation, to speed up their shift to 
more capital-intensive and low energy-use 
output. 

Taipower's critics say the power crisis is a 
result of bad planning by the state corpora- 
tion and point to the 55% power-capacity 
surplus that existed in 1985. In its defence, 
Taipower insists that economic growth since 
then — an average of 1076 a year — far out- 
stripped reasonable expectations. As a re- 
sult, reserve power capacity has fallen to just 
over 2196. Taipower would prefer reserve 
capacity of 2576. 

"Power rationing is a possibility because 
stand-by reserves are far below require- 
ment," says Tony Liao, a Taipower chief en- 
gineer. However, "itis very difficult to plan it 
because the gross load [demand] is very dif- 
ficult to estimate," he said. 

Damaged by charges of corruption and 
mismanagement, Taipower has been mak- 
ing a concerted effort to improve its public 
image. It has also been trying to swing public 








opinion behind moves to increase nuclear- 
power generating capacity. Plans fora fourth 
nuclear plant were suspended indefinitely 
by the government in the wake of environ- 
mental protests. 

Many believe the threat of power cuts is 
being used to soften public opposition to 
Taipower's plans and to exaggerate electri- 
city shortages. For instance, residents in a 
wealthy Taipei neighbourhood who have 
been opposing construction of a local substa- 
tion fear they may be among the first to suffer 
power reductions. 

However, with no new sources of power 
destined to come on line until 1993, Taiwan 
does have cause to worry about its future 
energy supply. Economists insist that it is dif- 
ficult at this stage to determine how serious 
the power shortfall might be. Taipower's 
own projections give a vague and contradic- 
tory impression. 

Taipower estimates that peak load de- 
mand from the 20 million population could 


hit 13,000 mW this summer, up from 12,300 
mW last year. With some scheduled shut- 
downs for plant maintenance and modifica- 
tion, Taiwan's generating capacity of 15,000 
mW (comprising three nuclear-power 
plants, which account for 41% of the total, 
and oil-fired, coal-fired and hydro-electric 
generators) could be cut to 13,000 mW, leav- 
ing no reserve margin at all. 


T he company’s claim that a reduction 


in reserve capacity to about 10% could 

trigger forced “brown-outs” throws 
some doubt on these projections because by 
this criteria Taiwan could probably expect 
heavy rationing for most of the summer 
months. 

Efforts to limit power demand include 
scaled pricing that makes electricity more 
costly to users during peak hours — such as 
mid-day in July and August when air con- 
ditioners are in full use. More immediate are 
plans to encourage industries to shut down 
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Singapore poised to impose consumption tax 


Driving up costs 








By N. Balakrishnan ki 
T heSingapore Government has signal- 





led that wide-ranging indirect taxes 

— including those on essential items 
— can be expected in the near future, which 
may add significantly to the cost of living and 
doing business. 

The foundations for more extensive indi- 
rect taxation may have been laid by an un- 
usual piece of legislation introduced on 13 
March. The legislation tries to discourage 
Singaporean motorists from driving across 
the Causeway to buy petrol in Malaysia, 
where it is some 20% cheaper than in Singa- 
pore. The new law will require Singaporean 
motorists driving to Malaysia to have their 
petrol tanks at least half full, or face a fine of 
S$500 (US$458). 

How the authorities intend to enforce this 
is not yetclear, buta fair guessis that customs 
officers will be checking fuel gauges — the 
law also stipulates a S$5,000 fine, or three 
months in jail, for anyone tampering with 
fuel gauges without permission. 

Officials explain that the new law is de- 
signed to stop Malaysia’s cheaper petrol sub- 
verting the Singapore Government's policy 
of discouraging car ownership and usage 
and thus avoid congestion in Singapore. 
Certainly, the new law is hard to justify on 
revenue grounds. The estimated loss to the 
Singapore revenue caused by Malaysia’s 
personal petrol smugglers — a mere S$2 mil- 
lion a month — hardly justifies the expense 
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involved in enforcing the law. In any case, 
the Government hardly needs the revenue 
— it expects to have a budget surplus of more 
than S$2 billion this year. 

Observers thus conclude that the new 
law is merely laying the foundations for a 
series of taxes and levies which will eventu- 
ally lead to the implementation of a wide- 
ranging consumption tax. The government 
naturally does not want Singaporeans to es- 
cape the consumption tax by doing their 
shopping in Johor. Checking the fuel gauge 
in every car is expected to cause substantial 
traffic jams for Singaporeans driving to 
Johor, especially during weekends, and this 
is expected to act as a further deterrent to Sin- 
gaporeans with a penchant for frequent trips 
to Malaysia. 

The government raised the possibility of a 
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The Causeway: subversion. 
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plants for maintenance in the peak months 
between June and August. Those that do will 
get cheaper rates for the rest of the year. 

The last resort will be enforced power re- 
ductions, which must be approved by the 
Executive Yuan, Taiwan's cabinet. Accord- 
ing to Liang Chih-chien, director of 
Taipower's systems and operations depart- 
ment, two kinds of rationing could be im- 
posed. One is a load-sharing policy, which 
would attempt to cut industrial power use by 
10% to 15%. A second would involve rotat- 
ing shutdowns of entire sectors of the island. 

"If we don't have anyone sign up for [the 
voluntary] interruptible power [scheme], we 
will be in big trouble," says Liang. 

Edgar Lin, an environmental scientist at 
Tunghai University in Taichung, believes 
that serious shortages could be a year away. 
"As I see it, [government officials] may just 
want to save their necks by giving the warn- 
ing now. Then they can say ‘I told you so,’ if 
the problem does become serious.” ss 


broadly based consumption tax in 1986 
when it started lowering the maximum in- 
come and corporate tax rate. But the finance 
minister said then that a consumption tax 
would not be introduced unless a budget 
deficit was envisaged. 

But not only has the surplus of S$2 billion 
plus not killed the idea, but a more narrow, 
and more regressive, tax on essential items, 
rather than a broadly based consumption 
tax, is likely to be levied. The first of these 
taxes, on electricity, water, gas and tele- 
phone usage, was announced during the 
budget in early March. 

Spelling out government policy on the 
matter, Finance Minister Richard Hu said 
that the government considers it has dis- 
charged its primary responsibilities by pro- 
viding food, housing, health care and that 
those who want further benefits "must be 
prepared to pay for it." But even some 
People's Action Party (PAP) MPs seem un- 
convinced about the merits of a consumption 
tax that will press more heavily on the poor 
than the rich, and which may endanger Sin- 
gapore's tourist reputation as a place to pick 
up tax-free bargains. 

One PAPMP pointed out on 13 March that 
indirect taxes raised 54% of total government 
revenues in 1988, compared with 35% in 
1985. The proportion raised by direct taxes 
fell to 46% last year, against in 1985. 

The government has promised that any 
new consumption-based tax will be added 
piecemeal. The government is also expected 
to cut its subsidies to public services. The 
government also announced on 8 March that 
it was increasing tuition fees for university 
students by anything from 20% to nearly 
90% depending on the course of study. 
Furthermore, it is now in the process of 
privatising the large government hospitals 
— amove which is expected to drive up the 
cost of health care. a 
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South Korea and Tatwan compete for China trade 


Backyard rivalries 


By Shim Jae Hoon in Seoul 


xports from Taiwan and South Korea, 
E two of East Asia's wonder economies, 
compete fiercely in a host of markets. 
But it is in China, in what Taiwan's Kuomin- 
tang government regards as its own back- 
yard, that their rivalry looks likely to inten- 
sify in the months ahead. 

There are already growing signs of strain 
between the two Asian NICs. In February, 
diplomatic relations between Taipei and 
Seoul suffered a setback when a group of 
Taiwan fishermen marched on the South 
Korean Embassy in Taipei. They were pro- 
testing against the seizure of a Taiwan boat 
which had collided with a South Korean fish- 
ing vessel, sinking it off Taiwan. 

But it is the prospect of Seoul severing 
links with Taipei in favour of establishing 
diplomatic relations with Peking that is really 
needling Taiwan. Seoul has already gained 
an economic foothold in China through its 
exports and is stepping up plans for direct in- 
vestment. 

Merchandise trade between Seoul and 
Taipei grew to nearly US$2 billion last year, 
an increase of 50% over 1987. But despite the 
expansion, trade relations have turned sour. 

Last year Taiwan decided to limit imports 
of South Korean cars to just 4,000 units a 
year. It claimed that Seoul had dishonoured 
a pledge to import more car parts from 
Taiwan. Since then, rivalry over entry into 
China's markets has heightened tension be- 
tween the two trade partners. 

Taiwan's newfound sensitivity on this 
score seems to be a result of its own growing 
trade links with the mainland. Last year, 
Taiwan's exports to China were worth 
US$2.5 billion. But in February, Taipei news- 
papers expressed alarm when it became clear 
that Seoul’s exports to the mainland were 
slightly higher than Taiwan’s at US$3.2 bil- 
lion. 

The friction has been fuelled by stiff com- 
petition in certain key export sectors — 
mainly textiles, clothing, electronic goods 
and plastics — though the two have even 
come into conflict over imports, especially 
herbal medicines. 

In electronics, Taiwan's Sampo and other 
brandname TV sets are facing increasing 
competition from South Korea's Goldstar 
and Samsung. The South Koreans are even 
beginning to make inroads into border trade 
with the Soviet Union, according to some re- 
ports. 

Asaresult, officials from Taiwan's Import 
and Export Association have called on the 
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Pusan port: trading strain. 


government to establish trade links with 
North Korea, which is seen as Seoul's own 
backyard. Although trade with Pyongyang 
is officially forbidden at the moment, North 
Korea is likely to feature in the batch of 
socialist countries that Taiwan is targeting as 
prospective trading partners. 

Taiwan's small manufacturers are clearly 
unsettled by the sheer size of South Korea's 


industrial giants. Daewoo's plan to set up 
joint ventures with Chinese firms for the 
mass production of refrigerators and com- 
pressor parts in Fuzhou has angered Tatwan 
merchants seeking similar deals on the main- 
land. 

“Big business is our greatest asset,” says 
Dr Lee Han Been, a former deputy premier 
who now heads South Korea’s international 
private economic council, an organisation set 
up to deal with the growing volume of trade 
and rising number of contacts with China 
and the Soviet Union. 

Lee downplays the rivalry with Taiwan. 
He believes the island’s many small and 
medium-scale enterprises have enough agil- 
ity and expertise to work their way into the 
mainland markets. Back in the 1970s, South 
Korea had to cope with high inflation and 
overlapping investments in heavy industry, 
says Lee, while Taiwan thrived on the 
strength of its small businesses. 

But Seoul can now move into China in 
style, he says. “Our big projects are no longer 
white elephants. . . they're milking cows and 
this is our comparative advantage.” 

In merchandise trade, however, Taiwan 
is unlikely to surrender its edge for some 
time. Business and family links across the 
Taiwan Strait are extensive and few South 
Koreans are ina position to challenge them. m 
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Manila seeks unproved trade ties with Moscow 


Price of friendship 


By Sophie Quinn-Judge in Moscow 


he Philippines is considering opening 

| a trade office in Vladivostok as the 

prelude to increased trade links with 

the Soviet Union, Philippine Trade Minister 

Jose Concepcion said on 14 March at the 

end of a six-day visit to Moscow. "We see 

a possibility for the Philippines to lead in 

the development of Vladivostok — not just 

for ourselves, but for all of Asean," he 
said. 

At the moment the two countries’ US$40 
million annual trade volume looks far from 
promising. Despite two trade agreements 
signed in the Marcos era, in 1976 and 1982, 
trade dwindled steadily — untillast year. But 
Concepcion believes that the political will 
exists to increase trade five-fold to US$200 
million by 1992. The Soviets now accept, he 
claims, that the balance of trade will initially 
have to bein the Philippines' favour. 

This imbalance, Concepcion said, could 
eventually be corrected by Soviet investment 
in the Philippines. The Soviets appear ready 
to go ahead with construction of a US$450 
million power plant for Isabella in northern 
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Luzon. If the Soviets accept a buy-operate- 
transfer structure for the project, the Na- 
tional Power Corp. (NPC) will buy all the 
power generated, the Filipinos promise. The 
Soviets will also be invited to invest in planta- 
tions of fast-growing trees. 

Manila is hoping the Soviets will pay for 
its friendship. “Gorbachov has to go out of 
his way to bring about a meaningful relation- 
ship," Concepcion told the REVIEW. "They 
should provide us loans such as they are will- 
ing to give their socialist partners," he said. 
The Soviets have promised to supply sam- 
ples of loan convenants as a first step, and the 
negotiation of detailed projects may proceed 
from there, the minister said. 

The group of more than 20 business lead- 
ers who accompanied Concepcion included 
representatives of the construction industry, 
the Philippines Coconut Authority, and the 
NPC. They have a project in hand for the re- 
pair of Soviet fishing vessels in Manila and 
Cebu, and signed a protocol on the manufac- 
ture of shoe uppers from Soviet leather, for 
re-export to the Soviet Union. Also discussed 
were overflight and landing rights for Aero- 
flot and Philippine Airlines. » 
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A longer lifeline 


he notion that lending more money 

to someone who is already heavily 

in debt is doing him a favour has al- 

ways been suspect. It became no 
more credible for being dressed up as the so- 
called Baker Plan, promulgated in 1985 by 
the then US treasury secretary as a means of 
assisting Third World debtor nations. Now 
the idea has finally been discredited. 

Not that anyone in President Bush’s ad- 
ministration is yet prepared to jettison the 
Baker Plan publicly. This is why the sensible 
proposals being put forward by Baker's 
successor, Nicholas Brady, for a programme 
of debt reduction are being referred to in 
Washington circles merely as "ideas" rather 
than plans. 

Plans or ideas, they make sense and must 
ultimately provide the only realistic resolu- 
tion of the debt crisis. It has become increas- 
ingly clear that commercial banks are unwill- 
ing to lend debtor countries the amount of 
new money Baker wanted — and even if 
they were, the major debtors would be crip- 
pled by rising interest rates. 

The conversion of the US administration 
is welcome, if long overdue, because it al- 
lows both the IMF and the World Bank — 
whose purse strings are ultimately control- 
led by Washington — to use their resources 
in the cause of debt reduction. More impor- 
tant perhaps from Asia's point of view, it 


facilitates a whole lot of new Japanese fund- _ 


ing. 

Brady’s ideas/plans are, however, still 
long on ideals and short on specifics. Because 
World Bank president Barber Conable is a 
long-time buddy of George Bush, he has ar- 
ranged an information blackout until bank 
officials — and the Bush administration it- 
self, it appears — have had time to think 
them through. 

The IMF is a little more forthcoming, 
though neither institution will articulate any 
formal policy on debt reduction until their 
joint Interim Committee meetings in April. 
Hopefully that will give substance to Brady's 
theme that the bank and the fund could pro- 
vide funds “to support and encourage debt- 
or and commercial bank efforts to reduce 
debt and debt-service burdens.” 

The way the Brady Plan is likely to work 
via the IMF will be for the fund to use its re- 
sources to help heavily indebted countries 
buy back their debt (on terms advantageous 
to them) on the secondary market or to un- 
derwrite new debt on terms that better suit 
both debtor and creditor. Or the IMF could 
use its resources to organise interest-rate re- 
ductions. 

A country such as the Philippines could 
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be a "prime candidate" forsuch help, accord- 
ing to sources close to the IMF. The US-in- 
spired Multilateral Aid Initiative for the 
Philippines, which would include a US$200 
million first-year downpayment and would 
last five years to 1993, would not, it seems, af- 
fect Manila's eligibility. 

More important perhaps, any IMF agree- 
ment to undertake such a programme in the 
Philippines and elsewhere would free up 
some of the new and untied funds which 
Japan has promised to make available in 
parallel with IMF loans. Japan, however, is 
now insisting that it should choose the reci- 
pients, theamountand the terms of such aid. 
This suggests that the terms will be harder 
than if the money had been channelled di- 
rectly via the IMF. 

Whatever the details ofimplementing the 
Brady Plan, it is obvious that it will require a 
boost to the overall resources of the IMF. The 
US is hinting that it will no longer oppose a 
50% increase in IMF quotas if the Brady 
scheme takes shape. The World Bank for its 
part is flush with funds after a massive gen- 
eral capital increase, but seems curiously re- 
luctant to lend them. 

The Brady Plan is aimed principally at 
Latin America and there does not appear to 


al trade growth 
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be wide scope to apply it in Asia outside of 
the Philippines, not even in debt-pressed but 
still solvent Indonesia. To qualify you have to 
have a debt “problem” and the many Asian 
countries that have skilfully avoided such 
problems (including South Korea as well 
as India and China) may well feel they 
might have been better off getting into 
trouble. 


Were it not for their continuing burden 
of debt, the world’s most heavily indebted 
countries, which include the Philippines, 
would now be reaping the benefits of the 
boost to their external earnings provided 
by last year’s rising (non-oil) commodity 





. pal trade axis in the 21st century. 
(Hongkong’s performance was particu- |. 
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prices and increasing export values. 


As things are, the gains from increased. 


trade — with exports rising faster than im- 
ports — were offset by rising US dollar in- 


terest rates and by the lack of fresh capitalin- | x 


flows. As a result, their overall economic 
situation worsened, and per-capita income 
either stagnated or even declined. Debt re- 
duction a la Brady, rather than debt upon 


debt Baker-style, cannot come too quickly for 


them. 


and in value terms by 14% (though inflation - 
and dollar depreciation played a part here). 
Both figures are well above the increases in 
1987 and reflect the extent to which world 
economic growth is trade-driven at pre- 
sent. 

A notable feature of last year’s trade surge 
was that, unlike the last boom year of 1984, 
when US imports provided most of the im- 
petus, a wide range of countries contributed 
to the improvement — not least the leading 
developing economies. For once though, the 
leading Asian exporters saw the increase 
in their export volumes fall below the 
previous year's. The non-Asian (and non- 
Opec) exporters of manufactures did 
best. 

This said though, trade within what Gatt 
calls the West Pacific bloc (Australia, China, 
Hongkong, Indonesia, Japan, South Korea, 
Malaysia, New Zealand, the Philippines, 
Singapore, Taiwan and Thailand) continues 
to enjoy the fastest expansion in the world — 
followed by trans-Pacific trade. 

The spread in regional growth rates for 








World trade as a whole continuestobere- |. = =) 
markably buoyant, especially merchandise - 
trade, according to the Gatt. Global mer- |. 
chandise trade volumes rose by 8.5% in 1988. 


trend throughout the 1980s as well as in 1988. | 
itself tends to support the idea of intra-Pacific |: 


and trans-Pacific flows providing the princi- 


larly noteworthy — it accounted for no less 


than 2.2% of world exports and 2.1% of im- |. 
ports in 1988. This puts it ahead not only of 
China as an international trader but also of - 


South Korea, Taiwan and Singapore — not 
to mention Australia and several European 
countries.) 
A particularly encouraging aspect of 
world trade's current buoyancy is that it is 
largely investment-driven rather than con- 
sumption-driven, especially in Asia. This, 
notes Gatt, means that the boom is likely to 
be sustainable "because it increases produc- 
tivecapacity asit goes along." 
u Anthony Rowley 
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TAXATION 





- Indonesian Government strives to increase revenues 


The indirect route 


7 By Adam Schwarz in Jakarta 


he budgets offered this year by presi- 
dents Bush and Suharto are in some 


ways rather similar: both are short on 

detail, both rely on deficit spending, and 

both have attracted widespread scepticism 
on the tricky subject of taxation. 

Like its Washington counterpart, the Fi- 

nance Ministry in Jakarta firmly opposes rais- 


- ing income tax rates — having undertaken 


. the reform of the tax code five years ago — 
. even though the government finds itself 
. Spending more than it takes in every year. 
_. But with foreign debt wreaking havoc with 
the country's balance of payments, tax offi- 
cials are under pressure to produce a drama- 
tic rise in domestic revenues. 

In fiscal 1989-90, which begins on 1 April, 
tax collections are budgeted to rise fully 
20% to Rps 14.9 trillion (US$8.56 billion). 
And the government is counting on the tax 
office to sustain this rate of increase over the 
course of the next five-year planning period 
which also begins 1 April. In Repelita V — 
. às the plan is known — tax receipts are 
expected to rise by more than a fifth each 
year. 

After allowing for inflation, GDP growth 
and additional revenues from expanding the 
income tax and value added tax (VAT) base, 
the 1989-90 tax projections imply improve- 
ments in administrative efficiency in the 
order of 15% — a target considered highly 
ambitious even by many government offi- 
cials. 

Economists worry that failure to meet the 
target will add to Indonesia's already heavy 
5 dependence on foreign aid to balance the 

. budget. 
.. One consequence of the tax campaign is 
- that calls for tax incentives to encourage for- 


. eign investment or to entice companies to - 


float shares on Jakarta's fledgling stock ex- 
change are likely to fall on deaf ears. The tax 
office is determined to cast its net over a 
wider range of goods and services, and en- 
forcement measures will be strengthened. 
To illustrate the government's commitment 
to raising new tax revenues, President 
Suharto made a well-publicised visit to the 
tax office in January to file his returns. 

The problem facing tax administrators is 
that Indonesians are notoriously bad tax- 
payers. In a report on the Indonesian econ- 
omy published last June, the World Bank es- 
timated that only about 40% of registered 
corporate taxpayers filed a return in 1987. 
Compliance on VATs, the report noted, was 
only slightly better. 
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Some economists say the 
situation is even worse than 
the World Bank figures 
suggest, since the total 
number of potential tax- 
payers is far higher than the 
number of individuals and 
corporate entities registered 
with the tax office. 

“I would guess com- 
plance by individual tax- 
payers is only about 10- 
15%,” one foreign consult- 
ant said. This consultant 
estimated Indonesia's total 
tax revenue potential at 
about Rps 24 trillion, some 
60% higher than the 1989-90 
target. 

Consequently, the figure 
for tax receipts as a percen- 
tage of GDP, which stood at about 9% for 
Indonesia in 1988-89, falls well short of the 
14-20% of GDP that neighbouring Asean 
countries collect. The government predicts 
this ratio will rise to 10% in fiscal 1989-90, 
but economists believe the tax office faces 
an uphill battle in making further improve- 
ments. 

On the one hand, the tax system itself is 
still struggling to overcome a reputation for 
graft and malfeasance. On the other hand, 
some taxes, particularly those on land and 
buildings, continue to be widely evaded be- 
cause they are associated with the Dutch col- 
onial era. 

Not surprisingly, the ia has 


Indonesia lifts tax take 
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turned to indirect taxes as a way to fillempty 
coffers. In January the government extended 
the 10% VAT to most services, and raised lux- 
ury tax onitems such as cars, alcohol and fire- 
arms from 20% to 30%. On 1 April, the gov- 
ernment will start collecting vAT from 
wholesalers, and many businessmen worry 
that retailers will be liable for VAT in the not- 
too-distant future. 

Critics say that relying on indirect taxes — 
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which ae up 50% of all taxes in the 1989-90. 





Suharto: budget details. 











budget vs 41% for income tax — puts an 
undue share of the tax burden on the poor. 
"The sales tax is regressive. It hurts the lower 
income groups the most because it repre- 
sents a bigger share of their income,” says 
Anwar Nasution, an economics lecturer at 
the University of Indonesia. 

Tax officials admit they 
would prefer to collect more 
income taxes, but say that 
higher indirect taxes are their 
only hope of meeting their 
revenue targets over the next 
two to three years. “The 
higher luxury taxis one of our 
efforts to reduce the unfair- 
ness of the sales tax,” says tax 
department  secretary-gen- 
eral Malimar. But he con- 
cedes that even with the new 
30% bracket, luxury taxes 
will still account for less than 
10% of indirect taxes next 
year. 

The business community 
is also beginning to grumble 
about what it sees as a 
dangerous trend in official tax 
policy. Tanri Abeng, presi- 
dent of beer brewer Multi Bintang, says 
the new taxes will raise costs, depress 
earnings and discourage new business in- 
vestment. Representatives of the car indus- 
try claim the higher luxury taxes will dampen 
demand. 

Nasution believes that profit margins in 
partially protected industries, such as cars 
and electronics, are large enough to absorb 
higher taxes. “For the price of a Toyota 
Corolla in Jakarta you could buy a Cadillac in 
New York,” he says. 

Tax officials point out that Indonesia 
still ranks as one of the lowest taxed coun- 
tries in Asia. Its top tax rate of 35%, for 
example, is the second-lowest among Asean 
countries. 

The tax office and private economists 
agree that indirect taxes cannot be extended 
much further without coming into conflict 
with the government's drive to boost non-oil 
exports. The emphasis in Repelita V will be 
on tightening auditing procedures, making 
tax avoidance more costly, and expanding 
the tax register. 

As part of November's trade reform pack- 
age, companies which apply for a general 
importer's licence need to prove they are in 
good standing with the tax assessors. “To 
catch other potential taxpayers, we will put 
nets in strategic areas," says Malimar. In fu- 
ture, electricity and telephone customers, 
passport applicants, lottery winners and 
cheque-account holders will all be required 
to show a tax identification number. On the 
enforcement side, the government has 
threatened to make greater use of its powers 
to confiscate property and prosecute delin- 


quent taxpayers. 8 
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Talk-back programmes 


espite determined efforts by 
software developers to make it 


easier to "talk" to computers, most : 


of us still have to use a keyboard to 
write an article such as this. Now that can be 
hard enough for those who use an alphabet- 
based language such as English. But spare a 
thought for the millions who use ideo- 
graphic languages, such as Chinese and 
Japanese. In these languages, words are 
conveyed by ideograms or characters, stylis- 
ed word-pictures which represent every- 
thing from the mundaneness of everyday 
life to the abstractions of science and the 
arts. 

There are more than 50,000 Chinese 
characters, but only a few thousand are 
needed to cover most commonly used ex- 
pressions. However, even the reduced set of 


| characters cannot all be put onto a conven- 


tional “qwerty” keyboard. 

Computer makers skirted round this 
problem by adapting the traditional Chinese 
typewriter. This uses several thousand metal 
blocks, each one engraved with a character 
and organised according to the radical, a 
unique identifying component of Chinese 
characters (there are about 200 of them), and 
frequency of use. Such machines are cum- 
bersome and slow. 

One computer version of the typewriter 
uses a light pen to choose characters from a 
sensitised board. Another, the Japanese- 
made Morisawa Chinese electronic typeset- 
ter, employs 480 keys, each of which can pro- 


duce 12 characters. A 12-key number pad to* 


the left of the main board is first used to iden- 
tify which character is required. And if thatis 
not mind-boggling enough, the top four 
rows of 120 keys double up, giving another 
24 characters per key. An operator needs 
three months of half-day training sessions 
simply to familiarise himself with the 
keyboard, says N. W. Yeung, service man- 
ager for the Hongkong agents Sunky Print- 
ing Equipment. 

The complexity of such conventional 
keyboards has led researchers in China, 
Taiwan and Hongkong to believe that the fu- 
ture lies in doing away with keyboards al- 
together. They hope that one day Chinese 
operators will be able to instruct their compu- 
ters by talking to them. 

At Hongkong University, Chorkin Chan 
leads a team which, in cooperation with re- 
searchers at Jiaotong University in Shanghai, 
is working on ways to teach computers to 
recognise spoken Mandarin. They already 
have a system with a limited vocabulary 
which can reproduce spoken characters on a 
screen, control simple mechanical opera- 
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tions, such as turning on a TV set or winding 
up a car window, on voice command and 
make announcements, like those at airports, 
using a speech synthesiser. 

Compared with English, Mandarin is a 
phonetically impoverished language, com- 
prising only 400 distinct single syllable 
sounds. Each sound, plus a tone (five in 
Mandarin, including the neutral tone), cor- 
responds to a character. A single syllable 
sound, though, can represent dozens of dif- 
ferent characters, the meaning of which only 
becomes clear in context. 

Although homophones — identically 
sounding words — complicate the differenti- 
ation of meanings, the discrete and limited 
number of sounds offers the possibility of 
mathematically defining spoken Chinese in 
away which a computer can store, recall and 
manipulate. 

"Computer speech recognition, espe- 
cially of putonghua [Mandarin], is possible 
and the idea is to replace the keyboard," says 
Chan. “The state of the artis that we can doit, 
but not fast enough, cheap enough or accu- 





Light-pen version of a 'typewriter.' 


rately enough. Even with a restricted voca- 
bulary, it is still not fast enough." 

Chan is hopeful, though, that a new 
technique which tries to emulate the 
dynamics of human speech and the way 
children learn the meanings of sounds might 
provide a breakthrough. In addition, he is 
developing a new method which reduces 
each sound or phoneme to a mathematical 
matrix of probabilities. 

The key to Chan's methods is to approach 
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an uttered sound as a string of segments. 
Chan freezes the quality associated with a 
sound in a series of static frames, just as a 
movie image can be broken down into a set 
of still celluloid frames. He begins by divid- 
ing each sound into 30 overlapping frames. 
Each frame comprises a set of electrical 
values which represent the characteristics of 
the sound. A dictionary of characteristics can 
then be compiled for a group of known 
sounds. 

An earlier technique, known as dynamic 
time warping, involved matching a complete 
spoken sound against the computer's 
dictionary of known sounds. The problem is 
that no two people speak a single syllable in 
exactly the same way. Asa result, comparing 
sounds to find the closest match involves an 
awful lot of computer power. A high- 
powered personal computer will typically 
use 100 seconds of processing power on one 
character, says Chan. 

With his latest method, the matching 
time has been cut to 0.02 seconds. It is based 
on the idea that the electrical values of any 
phoneme will cluster together. Thus, if an 
unknown sound and a phoneme in the com- 
puter's dictionary have a similar cluster of 
values there is a high probability that the two 
are one and the same. The matching is done 
by using what is called a feature vector. This 
is created by converting the electrical values 
of each sound frame into a mathematical 
matrix (an array of values in rows and col- 
umns treated as a single numerical quantity). 
The matrices represent the distribution of 
probabilities associated with a particular 
phoneme. 

Chan's next step will involve compiling a 
library of feature vectors by recording a set of 
words spoken by, say, 40 standard speakers. 
The computer has then to be trained to dis- 
tinguish various vectors, in the same way 
that a child learns the meaning of different 
sounds, and to adapt to different kinds of 
speakers. 

That is easier said than done. Teaching a 
computer to recognise a phoneme when it is 
spoken by people with different accents is 
likely to involve complex mathematical pro- 
cedures. Chan and his team are undaunted. 
“It can be done, given time and money, and 
computer processing power. But it will be a 
long time before it can be taken into commer- 
cial production," said Chan. 

Until speech recognition technology be- 
comes faster and more accurate, and the 
microchips needed for the specialised pro- 
cessing are made at an affordable price, the 
keyboard will reign supreme. 

= Stephen Morgan 
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INDUSTRY 1 


Doubts hang over Indonesia’s petrochemical plans 


Complex problems 


By Carl Goldsteii Goldstein in Jakarta in Jakarta 
Tz has launched an ambitious 





programme to develop its petrochemi- 

cals industry, a key component in the 
country's plans to establish a strong non-oil 
manufactured exports base. Despite official 
statements that US$4.5 billion will be in- 
vested during the next five years, the seem- 
ing absence of a coherent strategy and clear 
priorities threatens to prevent the program- 
me from taking off. 

It is far from clear that some of the biggest 
upstream projects, announced with consi- 
derable fanfare during the past six months, 
will materialise any time soon — or at least 
with the participation of the foreign partners 
now promoting the ventures. 

The success of the drive into petrochemi- 
cals is one of considerable importance for the 
nation: downstream petrochemical pro- 
ducts — commodity plastics, synthetic 
fibres, synthetic rubbers — are the stuff of a 
thousand and one light manufactures that 
will not only improve the lives of Indonesia’s 
175 million population, but also find favour 
with foreign consumers. But first Indonesia, 
now the second-largest importer of plastics 
in Asia (after China), must free itself of de- 
pendence on expensive imported 
raw materials. 

So far there has been far more 
talk than action. Two big projects 
are intended to become the flag- 
ships of the nation’s petrochemicals 
fleet. One is a US$1.5 billion olefins 
complex, which would produce the 
basic petrochemical building blocks 
ethylene and propylene, used to 
synthesise a host of downstream 
commodity plastic resins. This pro- 
ject, possibly to be located near the 
south Java town of Cilacap, is being 
promoted by a consortium of for- 
eign companies led by the Anglo- 
Dutch Shell Group, with the partici- 
pation of Mitsubishi Corp. and C. 
Itoh of Japan (though there is indus- 
try talk of other Japanese companies 
joining the consortium at the ex- 
pense of Shell). 

Domestic partners have not 
been finalised. In fact, little about 
the venture is certain, but the 
leading candidates are PT Biman- 
tara Citra and PT Humpuss, con- 
trolled by Indonesian first family 
members Bambang Trihatmodjo 
and Hutomo Mandala Putera 
(President Suharto’s second and 
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third sons), and Pertamina, the state oil com- 
peny. 
Shell's proposal calls for building a crack- 
ing unit — which breaks the oil or gas 
feedstock into its constituent parts — with an 
annual ethylene output of 375,000 tonnes. 
Associated midstream products would be 
160,000 tonnes of polypropylene, 300,000 
tonnes of polyethylene, and 100,000 tonnes 
of glycol. The facility is supposed to come 
onstream in 1993, if construction can begin 
next year. 

The second big project is PT Humpuss 


On other pages 


A host of regional petrochemical 
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Aromatics, a US$1.27 billion joint venture be- 
tween Thyssen Rheinstall of West Germany 
and Humpuss that may be built in Aceh, at 
the western tip of Sumatra. The complex, 
which is scheduled to begin operating by 
1992, would produce 405,000 tonnes of ben- 
zene a year, 50,000 tonnes of toluene, and 
217,000 tonnes of paraxylene, as well as 
smaller quantities of other xylene com- 
pounds. All are used to make materials for 





Pertamina terminal: domestic candidate. 
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synthetic fibres, synthetic rubbers, and plas- 
tics. 

The olefins centre is intended to produce 
mainly for domestic consumption, while the 
aromatics complex is primarily an export- 
oriented venture. 

The announced schedules for both pro- 
jects look increasingly uncertain, however. 
The final word on the financing package for 
the Shell olefins project was originally ex- 
pected sometime in April, according to C. A. 
Linse, Shell International Chemical's repre- 
sentative in Jakarta, but it now could not be 
expected until "sometime in the third quar- 
ter.” The proposed complex is the successor 
to an earlier joint venture between Exxon 
and Pertamina — which itself had been the 
subject of discussion for several years — that 
was cancelled in 1983 when oil prices plum- 
metted. 

Key stumbling blocks are financing — 
who will provide the funds and who will 
guarantee repayment — and supply of the 
petroleum or natural gas-based feedstocks 
for the expensive cracking and extraction 
units that are to form the centrepiece of each 
complex. The Indonesian Government, bur- 
dened by a foreign debt of around US$40 bil- 
lion, will not permit Pertamina or any other 
government entity to take on new obliga- 
tions. Thus, all funds must be provided and 
guaranteed by the foreign partners. 


f experience is any guide, the domestic 
|| partners will not actually have to put up 


any capital for their minority equity 
shares. Rather, their contribution will come 
in the form of “goodwill,” in the words of one 
highly placed Indonesian business 
source with involvement in pet- 
rochemical development. In other 
words, what they have to offer are 
superior political connections, not 
cash. 

Government turf fights are also 
having a negative impact: Per- 
tamina is vying with the Ministry of 
Industry, led by rising star Hartato, 
for control of the nation’s petro- 
chemical development program- 
me. Although Hartato — whose in- 
fluence has been buoyed by last 
year's heartening rise in non-oil ex- 
ports as a proportion of foreign 
trade — seems to have the inside 
track, Pertamina retains the ability 
to block projects through its control 
over feedstock supplies. The picture 
at Pertamina in turn is clouded 
by uncertainty over the priorities 
— and degree of influence — of Fai- 
sal Abda’oe, who last year became 
the first non-military man to be- 
come the agency’s president-direc- 
tor. 7 

The Humpuss aromatics project 
was designed on the assumption 
that it would use natural gas con- 
densate or naptha from Pertamina's 
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nearby fields as feedstock. (Naptha is a by- 


product of the petroleum refining process 
and internationally is the most commonly 
used feedstock for petrochemicals produc- 
tion.) 

According to Kartiyoso, head of the state 

‘oil company's petrochemical and gas divi- 
sion, however, Pertamina will not guarantee 
the provision of feedstock — a crucial issue 
fora world-scale project designed to produce 
405,000 tonnes of benzene a year. 

Hasan Sudjono of Humpuss' petro- 
chemical division maintained bravely that 
the proposed facility would be viable with 
either imported or domestic feedstock. Inde- 
pendent analysts disagreed, reckoning that 
the use of imported feedstock would negate 
the main competitive advantage to locating 
such a facility in Indonesia. The Jakarta 
representatives for joint-venture majority 
partner Thyssen declined to commenton the 
venture's prospects in the face of doubts 
about the feedstock supply. 

Access to domestic feedstock takes on 
special importance because the venture 
would already have to cope with the effects 
of Indonesia's “high cost” economy. This is 
the oft-heard euphemism in Jakarta for the 
widespread corrupt payments that drive 
construction and equipment procurement 


costs at many large-scale development pro-. 


jects far over budget. Indonesian Govern- 
ment efforts to address this issue have yet to 
bear fruit. : 

A major issue for Indonesia’s petro- 
chemical development is whether local pro- 
duction will be competitive on world mar- 
kets. While steep tariff protection will likely 
ensure that domestic users will buy locally 
made materials, the question of export com- 
petitiveness is more problematic. 

In theory, access to domestic feedstocks 
afforded by Indonesia's gas and oil resources 
should be enough to ensure an edge in re- 
gional markets. But if assumptions about ac- 
cess to feedstock prove wrong, this advan- 
tage would be lost. Already it seems that the 
Humpuss aromatics unit, if it materialises, 
may have to use imported feedstock. 

And the cracking unit at the heart of the 
proposed Shell olefins complex has been de- 
signed to take a mix of feedstocks, including 
naptha, natural gas liquids and liquid pet- 
roleum gas, rather than naptha alone, as 
would be most common. The multi-feed sys- 
tem could be advantageous in that the 
cracker could take some of the less profitable 
streams from Pertamina refineries, which 
are currently underutilised — thus providing, 
in the jargon, a favourable interface with In- 
donesia’s refining capacity. 

But the extreme cracking required to 
break these substances into ethylene and 
propylene will result in a more expensive 
product. To compound the problem, the 
units capacity — at 375,000 tonnes of 
ethylene a year — is small by international 
standards, raising further questions about its 
economic foundations. " 





INDUSTRY 2 


Plants proliferate amidst policy confusion 


The sum of the parts 


ndonesia, with its sizeable natural gas 

and oil reserves, has the long-term po- 

tential to become a major producer and 
— eventually — exporter of downstream 
petrochemical products. According to a re- 
cent World Bank study, ethylene production 
costs in gas-rich nations like Indonesia can be 
as low as 70% of the cost of similarly sized 
producers in Western Europe or in the 
naphtha-importing nations of Japan, Taiwan 
and South Korea. (Ethylene is the most im- 
portant building block for a wide range of 
downstream petrochemical products.) Basic 
plastics could be produced with cost savings 
of 5-15%, the World Bank estimated. 

For Indonesia, realising that potential is a 
matter of urgency in light of the drubbing the 
national treasury has taken from falling oil 
prices during the past few years. Oil and gas 
export revenues were US$8.77 billion in 
1988, compared to US$16.1 billion in 1983. 
And some private analysts estimate that In- 
donesia could become a net importer of pet- 
roleum before the end of the century — 
though the surplus of natural gas will last far 
longer. 

"The main priority in developing the pet- 
rochemicals industry is to build up our 
downstream industries," said Wardijasa, the 
newly appointed director-general for basic 
chemical industry of the Ministry of Indus- 
try. With the exception of the proposed 
Humpuss aromatics project, most schemes 
on the drawing boards or already under con- 
struction — including numerous smaller in- 
termediate and downstream petrochemical 
facilities — are oriented towards serving the 
domestic market. Export components are 
aimed mostly at earning hard currency to 
pay off loans. 

The absence of a clear-cut strategy to 
achieve the goal of supporting a strong 
downstream manufacturing base hurts. 
“The Indonesians still haven't clearly iden- 
tified their strengths and established 
priorities, so what we're Betting is a lot of 
willy-nilly development," said one foreign 
chemical company executive in Jakarta. 

Ideally each nation should choose a path 
that suits its resource base. Taiwan, for 
example, opted for backward integration — 
first building up a strong foundation of 
thousands of downstream manufacturers 
using imported basic chemicals. Only then 
did state-owned Chinese Petroleum Corp. 
build the expensive cracking units that break 
naphtha (a crude oil by-product) into 
ethylene and propylene. 

Saudi Arabia chose a forward strategy: it 
started off a few years ago building huge up- 
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stream units to exploit its massive oil and gas 
reserves, and is only now building inter- 
mediate and downstream facilities. 
Indonesia, in contrast, seems to be trying 
to develop the upstream and downstream 
sectors all at one time. This may be too am- 
bitious for a country with a heavy debt bur- 
den and shaky links between technocrats in 
the policymaking apparatus and the politi- 
cally influential business groups that actually 
carry out most major development projects. 
Indonesia's existing petrochemicals pro- 
duction is quite modest. The most highly de- 
veloped category in the domestic inventory 
is the manufacture of methanol-based ag- 
ricultural chemicals. Pertamina began build- 
ing plants in the 1960s; today, production 
has reached 5 million tonnes of urea and am- 
monia a year from 11 plants. 
In the vital category of commodity plas- 
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tics, particularly the so-called big five resins 


— high- and low-density polyethylene (HDPE - 


and LDPE), polypropylene (PP) polyvinyl . a 


chloride (PVC) and polystyrene (PS) — 
donesia is heavily dependent on imports. 


The only products made domestically are _ = 


limited amounts of PVC, PS, purified tere- 
phthalic acid (PTA) and a handful of others. — 
Most .production is in Java, as this is 
where the bulk of industry is concentrated, 
in the area around Merak in western Java, 
Cilacap in the south, and Gresik in the east 
near Surabaya. But existing plants have been 
plagued by serious quality problems, and - 
output has tended to lag substantially be- 
hind installed capacity. e 
Last year's imports of plastics materials 
exceeded US$700 million. This sum probably 


understates the true level of domestic de- E 
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mand, however, because demand was sup- 
pressed by the import monopoly that oper- 
ated until the start of this year. Under that 
system, the state-owned trading company 
PT Mega Eltra and a Hongkong-based 
offshoot of Bambang Trihatmodjo's Biman- 


. taraCitra enjoyed windfall profits for putting 


their chop on every plastics import transac- 
tion. The monopoly came to an end as part of 
a series of wide-ranging deregulation pac- 
kages introduced by the government 
(REVIEW, 1 Dec. '88). 

Now that Indonesia has liberalised a 
range of import controls and 
other bureaucratic measures 
that have long hindered local 
companies’ penetration of world 


timistic the country may be on 
the verge of an industrial takeoff. 
Already Indonesia, like other 
. countries in Southeast Asia, is 
. benefiting from moves by man- 
ufacturers in Japan, Taiwan and 
South Korea to seek lower-cost 
production bases. - 

While Thailand has been the 
biggest beneficiary so far, In- 
donesia would like to parlay its 
lower wage levels and oil and 
gas reserves into a competitive 
edge over its fellow Asean mem- 
bers. The planners’ hope is that 
cheap raw materials may attract 
a range of export processing in- 
dustries: injection and blow- 
moulding plastics manufactur- 
ers; plastic film processors, 
whose products go into a wide 
variety of packaging applica- 
tions, and textile mills, to name 
just a few. 


W he picture now looks con- 
I siderably brighter, and 
domestic consumption of 
a wide range of plastics is on the 
verge of takeoff, according to of- 
ficial and private forecasts. Pro- 
jections by the Ministry of In- 
dustry have polyethylene de- 
mand rising by 10.1% a year 
from 1988 to 275,000 tonnes in 
1993; PP is slated to rise by 15.3% 
a year to 275,000 tonnes; while 
other key plastics are set to show 
similar growth. 

If realised, this would put In- 
donesian growth rates ahead of the rest of 
the Asean bloc, which itself is expected to 
show faster growth compared with any 
other region. A forecast by Phillips Pet- 
roleum has Asean consumption of the big 
five resins rising at an average rate of 10-12% 
through 1995, compared to 2-3% for Japan, 5- 
6% for North America and 6-7% for Western 
Europe. 

The government hopes to ensure domes- 
tic petrochemical production competitive- 
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ness Ste granting stiff import protection to 
local producers. Under the terms of the in- 
fant-industries protection scheme, locally 
produced chemicals are protected by duties 
and “temporary” surcharges which may add 
up to 35%. Materials not manufactured in In- 
donesia may be imported with nil or 5% 
duties. New plants coming on stream with 
materials that previously had to be imported 
will enjoy the same level of protection. - 

The picture is far from uniformly gloomy 
in the area of petrochemical development. 
Even as the big-ticket upstream projects in- 
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tended to anchor Indonesia’s petrochemical 
development falter, substantial mid- and 
downstream development is taking place. 
These are not as glamorous as billion-dollar 
upstream complexes. But their development 
may help Indonesia back into a more viable 


strategy. 


One such projectis a Pertamina aromatics 
unit in Cilacap. Construction began early last 
year, and the US$500 million project is ex- 
pected to come on stream by early 1991. 
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Feedstock will be naphtha from the state oil 
company's Cilacap refinery. Financing was 
arranged and guaranteed by Mitsui of Japan. 
While the proposed Humpuss aromatics 
complex aims for an annual output of 
405,000 tonnes of benzene, as well as several 
other aromatic chemicals, offtake from the 
Pertamina unit will be limited to 120,000 ton- 
nes of benzene and 270,000 tonnes of 
paraxylene. 

In order to pay off the loans, all the ben- 
zene and 170,000 tonnes a year of the 
paraxylene will be exported for up to 10 
years. The remaining portion of 
paraxylene output will go to a 
PTA plant in Plaju, south 
Sumatra, which Pertamina has 
been operating since late 1986. 
That facility's 150,000 tonnes a 
year capacity is sufficient to 
satisfy most of Indonesia's cur- 
rent demand, but Kartiyoso of 
Pertamina said the state oil com- 
pany was planning to increase 
capacity by 5075 in the near fu- 
ture to accommodate expected 
demand growth. 


private venture now 
A nearing completion is 

Asahimas Subentra 
Chemicals, a US$200 million 
joint venture of Asahi Glass 
(35%), PPG Infiustries (15%), 
Mitsubishi Corp. (10%), PT 
Rodamas (15%), PT Subentra 
(15%) and PT Asahimas Flat 
Glass (10%). Production will 
begin in June, according to an 
Asahi executive in Jakarta, with 
annual production levels of 
150,000 tonnes of VCM, 130,000 
tonnes of caustic soda, 70,000 
tonnes of PVC and 60,000 tonnes 
of ethylene dichloride (EDC). 

Of these products, some 
50,000 tonnes of VCM will be ex- 
ported, leaving the remainder to 
fill domestic demand, which last 
year amounted to 100,000 ton- 
nes. Perhaps half of pvc produc- 
tion will be exported at the out- 
set, though as local demand 
rises, this amount should fall. 

The  Asahimas  Subentra 
plant is located in Anyer, West 
Java, an area that looks set to be- 
come a major centre for mid- and 
downstream petrochemicals development 
in the next few years. Arco, of the US, is 
building a plant there to produce polyol, 
a substance used to make polyurethane 
foam. 

Also in the same area, Dow Chemicals 
has won approval to build a US$30 million P$ 
plant in cooperation with the Lim Sioe Leong 
group and the Widjaya family, both leading 
Indonesian-Chinese business groups. The 
30,000 tonnes a year project, due to go into 
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production by mid-1991, will rely on im- 
ported styrene monomer (SM) as feedstock 
and is aimed at satisfying domestic demand. 
PS is the chief ingredient in a variety of injec- 
tion-molded plastics goods, like audio cas- 
settes, toys and automotive components. 

While Dow's country manager for In- 
donesia, Wayne Fairweather, said current 
domestic consumption of SM of about 50,000 
tonnes a year was too small to justify build- 
ing a world-scale 100,000 tonne plant, two 
domestic groups have announced plans to 
do just that. One is the Lim group, and the 
other is Bimantara. 

Obligingly, the state investment board 
has granted each company a licence to build 
a 100,000-tonnes-a-year facility, even though 
it could only make sense — atbest — tobuild 
one. Of the two, the Bimantara Group's 
plans appear the most advanced. Plans 
call for a US$120 million joint venture, with 
Toyo Menka Kaisha of Japan holding a 70% 
stake. 

Bimantara Citra director Peter Gontha 
said the SM plant would be located adjacent 
to the company's existing facilities in Merak. 
These include a small polystyrene plant and 
an agricultural chemicals plant. Already 
under construction is another facility that 
will produce 90,000 tonnes a year of EDC and 
150,000 tonnes of VCM. This project is to come 
on stream early next year, Gontha said. 

British Petroleum (BP)is in the final stages 
of a feasibility Study for a 200,000 tonnes a 
year PE plant, also to be located in Merak. BP 
would own 51% of the US$200 million plant. 
Other companies preparing to come in as 


minority partners are Sumitomo and Mitsui, 
each with 12.576, plus Sigit Harjojudanto, 
President Suharto's eldest son, and Moham- 
mad (Bob) Hasan, aleading Indonesian busi- 
nessman who enjoys close ties with the first 
family, who together would own a 24% 
stake. It appears almost certain the project 
will get the go-ahead from the Indonesian 
authorities — indeed, that is generally the 
easy part — but some industry sources ex- 
pressed doubts about the economics of bas- 
ing such a big plant on imported ethylene. 

Another project that seems on even thin- 
ner ice is another Shell venture, this one a 
US$159 million PP plant. Partners in Mega 
Polymer Industries are some of the same par- 
ticipants in the proposed olefins complex: C. 
Itoh, Bimantara, and Humpuss, but with the 
addition of Mega Guna, a privately owned 
company associated with the management 
of state-owned Mega Eltra, which together 
with Bimantara had formerly held the 
monopoly on plastics imports. 

The proposal for the PP plant had been de- 
signed on the understanding that it utilise 


- propylene feedstock from a catalytic cracker 


Pertamina originally planned to build in 
Plaju, South Sumatra. This has now been 
cancelled. There seems some chance it may 
instead be built in Cilacap (where the Shell 
olefins complex is also supposed to sited), 
but this will apparently have to await com- 
pletion of the new Pertamina master plan 
being worked on by president-director Faisal 
Abda'oe. Thus it remained unclear whether 
the PP plant is effectively dead, or simply in- 
definitely postponed. = Carl Goldstein 





INDUSTRY 3 


Host of regional projects raises fears of a glut 


Capacity conscious 


flurry of petrochemical project an- 

nouncements in Indonesia, Thailand, 

and Malaysia has raised fears of a glut 
when proposed new projects come on 
stream in two or three years time. But region- 
wide demand for key plastics looks set to rise 
fast enough to soak up new capacity. 

Natural attrition will also help, because 
some projects recently announced for In- 
donesia and Malaysia may never materialise 
— or at least not for several years. 

Industry circles expect the Asean region 
to remain a net importer of commodity plas- 
tics until the middle of next decade. Rapid 
growth in demand throughout the bloc — 
projected at 10-12% a year to 1995 — stems 
both from expectations of continued strong 
economic growth, and the relatively low 
consumption bases from which these coun- 
tries are starting. Per capita consumption of 
commodity plastics in Asia (excluding Japan) 
. was only 2.7 kg in 1987, compared to 63 kg in 





the US and Canada. Rising living standards 
are sure to result in across-the-board in- 
creases in demand for a broad range of plas- 
tics. 

If and when a glut occurs, its main cause 
will notbe found in Southeast Asia. Rather, it 
will be to some extent the larger amounts of 
new production scheduled in South Korea, 
Taiwan, and China, but even more because 


of new facilities coming on stream in the US, 


Western Europe, the Middle East and Japan. 
Compared with these production cen- 
tres, Asean output will be a drop in.the 
bucket. The main effect of new supply com- 
ing on stream in Thailand, Indonesia, and 
Malaysia will be displacement of imports. 
The international petrochemicals indus- 
try is still recovering from a massive restruc- 
turing and shake out that began in the early 
1980s. Triggered by dedining demand fol- 
lowing the 1982 recession, petrochemical 
producers in all major centres of production 
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began moth-balling and closing plants. Since 
that time, the world’s bulk chemicals capa- 
city has been slashed by about 25%. 

The turning point was not reached until 
the latter part of 1986, when demand finally 
caught up with supply. And for the past two 
years, producers have enjoyed unpre- 
cedented profitability, as polymer prices 
soared. 

Two years of good results have encour- 
aged petrochemical producers throughout 
the world to invest. Among Asean nations, 
the most dramatic new developments are 
taking place in Thailand, where economic 
planners are trying to jump-start production 
by launching a second petrochemicals com- 
plex — National Petrochemical Corp. 2, or 
NPC-2 — before NPC- has even gone on 
stream. NPC-1, a US$1 billion olefins complex 
with downstream PP, PE, VCM and PVC 
facilities, is expected to start production by 
the end of this year. 

Contracts worth some US$1 billion for 
NPC-2 have now been awarded, and the com- 


plex — which will consist of 12 coordinated 
projects for synthesising both olefins and 
aromatics into their downstream con- 
stituents — should come on stream in 1992- 
93. 

The government is now pondering 
whether to build an upstream unit to go with 
NPC-2. There are doubts as to whether even 
Thailand’s rapid economic progress will pro- 
duce the kind of increase in consumption 
needed to justify such a large investment. 

Thai petrochemicals output will be des- 
tined exclusively for the domestic market. 
Thai gas is a relatively expensive feedstock, 
which in turn translates into a downstream 
product which is not competitive in interna- 
tional or even regional markets. Thus Thai 
production will be protected by tariffs in the 
range of 15-40%. 

Singapore’s Pulau Ayer Merbau pet- 
rochemicals complex enjoyed 1988, after los- 
ing money every year since its abominably 
timed inception in 1984. The upstream Pet- 
rochemical Corp. of Singapore and the three 
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Bangkok unveils long-term development plans 


Seeding the south 


By Paul Handley in Bangkok 


outhern Thailand, long a focus for lu- 
- crative primary products industries, is 

to be transformed into an industrial 
centre, according to a new long-term deve- 
lopment strategy. The plan envisages a 
deep-water port on the Andaman Sea, with 
overland links to a port in the 
Gulf of Thailand. The plan aims 
to wean the south from its tradi- 
tional dependence on tin min- 
ing, plantation agriculture, and 
tourism. 

Although the basic plan was 
thrown together quickly so it 
could be announced at a 4 March 
cabinet meeting held in the 
southern trade and sex-tourism 
hub of Haatyai, it is clearly not 
just a knee-jerk response to the 
disastrous floods of last October 
and a recent surge in Muslim-re- 
lated violence. Planners have 
been studying the ideas behind 
it for years. 

A high-level committee is to 
be set up to settle details and or- 
ganise financing and participa- 
tion in the proposed projects. It 
will be chaired jointly by Prime 
Minister Chatichai Choonhavan 
and Snoh Unakul, secretary- 
general of the National Eco- 
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nomic and Social Development Board 
(NESDB). NESDB's Savit Bhotiwihok, the 
leading planner of the eastern seaboard de- 
velopment project is slated as deputy secret- 


According to Savit, the initial compo- 
nents of the plan involve: 
> A port at Ao Tha Len (Tha Len Bay) in 


Thailand's development plans 
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downstream producers — The Polyolefin 
Co. (LDPE), Phillips Petroleum (HDPE), and 
Singapore Polymer Corp. (Pvc) — had a 
good run supplying domestic and regional 
demand. Although some voices are now 
warning of a glut by the end of this year or 
early 1990, these fears appear overblown. 

Like Indonesia, it is still early days for pet- 
rochemical development in Malaysia. Pet- 
ronas, the state-owned oil company, has 
signed an agreement with the Finnish firm 
Neste Oy and Japan’s Indemitsu Petrochem- 
ical Co. to build a US$310 million plant to pro- 
duce methyl tertiary butyl ether (MTBE — a 
petrol additive), propylene and PP. 

Among further foreign interest in Malay- 
sian petrochemicals, China General Plastics 
Corp. of Taiwan is proposing to build a 
US$413 million naphtha cracker in Johor, 
while Thyssen Rheinstall of West Germany 
and M. W. Kellogg of the US have applied to 
invest M$2.5 billion (US$907.4 million) in an 
export-oriented PE-PP project. 

B Carl Goldstein 


Krabi province which will be able to unload 
200,000-dwt oil tankers offshore, and possi- 
bly handle direct ship to shore loading opera- 
tions for35,000-dwt panamax-type container 
vessels. 

> Anoilrefinery at Khlong Sai. 

»> A portat Khanom on the Gulf of Thailand 
in Nakhon Si Thammarat province. 

> An "economic corridor" between the two 
ports involving at least a pipeline for the re- 
finery products, a highway, and possibly a 
railway. 

9 Large-scale land purchases around the 
Ao Tha Len and Khanom ports for industrial 
zones. 

> The establishment of the three Andaman 
Sea provinces of Krabi, Phang Nga and Phu- 
ket as an international tourism 
zone. 

Also proposed is a free-trade 
zone in all or part of the five pro- 
vinces next to Malaysia — Satun, 
Pattani, Narathiwat, Yala and 
Songkhla. The cabinet delayed 
approving this, partly, some ob- 
servers say, because the military 
is concerned about the security 
implications for the area. 

Savit argues that the south 
cannot continue to rely on tin 
mining and plantation agricul- 
ture. "The south has no deep 
strength economically," he says. 
The aim is to establish more 
value added processing and pre- 
serve more of the natural re- 
sources of the region. Tourism is 
already growing rapidly in 
Phuket, and in concept the new 
programme would allow for 
stronger planning. The Japan In- 
ternational Cooperation Agency 
(JICA) recently completed a de- 
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Container loading: southern expansion. 


tailed study on the three Andaman pro- 
vinces as an international tourism destina- 
tion. 

Besides food, rubber, palm oil and tin- 
processing industries, which are already 
being built up without special help, the 
NESDB hopes that the plan will allow new ex- 
port-processing industries to minimise their 
handling costs by taking in raw materials 
from both sides of the isthmus, and export- 
ing similarly. 

A large southern refinery has been under 
planning for years, and the growth of south- 
ern fuel consumption is making it look an in- 
creasingly sensible idea. The refinery could 
cut the costs of tanker trips around the tip of 
the Malaysian Peninsula, and of shipping 
fuel from Sri Racha on the eastern seaboard 
— the current source for the region. Even 
now, cheaper fuels are smuggled up from 
Singapore into the south. The Krabi site was 
chosen because it is the only spot on the An- 
daman coast with deep water reasonably 
close to shore. 

Another proposal is for a pipeline to 
carry natural gas from the Gulf of Thailand 
fields to Khanom for power generation and/ 
or distribution to consumers in the region. 

About the time that the NESDP's plan was 
surfacing, army commander-in-chief Gen. 
Chaovalit Yongchaiyut announced a parallel 
— but not dearly coordinated — southern 
initiative called Harapan Bahru, or "new 
hope" in the Malay language used by many 
southern Muslims. The Harapan Bahru ini- 
tiative is wide ranging, covering economic 
advancement and elevation of living stand- 
ards, as well as the establishment of peace 
and trust among the southern peoples. The 
south has long been an area of some tension, 
involving both groups of communist gueril- 
las and extremist Muslims, mostly in the pro- 
vinces bordering Malaysia. a 
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LPS are now offering their second guaranteed fund, London Portfolio 
Guaranteed Company II Ltd. The Fund's aim is to achieve a high rate of 
return through trading international futures contracts. It is registered in 


Bermuda. 


* Capital Guarantee A major international bank guarantees to the Fund the 
retum of an amount equal to the initial invested capital when the Fund 


matures in June 1994. 


* Strategic Investment Futures funds are an important element in a diversified 
portfolio. Furthermore they can profit from rising or falling markets. Through 
the international futures clearing broker, Cargill Investor Services Inc. (CIS), 
and the expertise of LPS in guaranteed funds, LPG |l offers highly 
professional and effective access to this key investment sector. 





* Rigorous Selection of Trading Advisors LPS and CIS have employed the 
OPTACIS*" program, a proprietary advanced computer system for the 


combination of futures investment advisors. While past performance is no 
guarantee of the future, OPTACIS*™ has selected a combination of Trading 
Advisors showing an historical compounded annual rate of return on a pro- 


forma basis of 


* No Sales Charge Substantially all investors’ capital is put to work. 
Minimum investment $30,000. 
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portfoli 


An investment offering sponsored by: 
London Portfolio Service plc, 


101 Neptune House 
Marina Bay, 
Gibraltar 

Tel: (350) 79120 


Fax No: (350) 78428, Tlx No: 2378 GET GK 


This advertisement does not constitute an offer to sell shares. Applications for shares in London 
Portfolio Guaranteed Company II Ltd. will only be considered on the terms of the Prospectus 


For further information and a copy of the Prospectus please contact LPS direct or fill in the 


coupon. 


Please send a Prospectus to: 
Name: 
Address: 


Telephone if necessary on: 
FEER 2/89 
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London Portfolio Services plc 
OPTACIS""' is a proprietary product of Cargill Investor Services Inc., a wholly owned but independently managed subsidiary 
of Cargill Inc. CIS is a leading international broker in futures and options. 
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ECONOMIC MONITOR : CHINA 


The bad times begin 


he austerity programme which Pe- 

king initiated last September has al- 

ready made an impact on the econ- 

omy, but the full measure of its suc- 
cess has yet to be seen. Inflation will continue 
to be the economy’s paramount problem this 
year, with economists forecasting the retail 
price index to rise by at least 15% in 1989, 
compared with 18.5% last year. 

Between December 1988 and February 
1989, industrial output growth fell sharply, 
from 18.3% to 7.5%, on a year-on-year basis. 
Production of less popular industrial pro- 
ducts such as bicycles and watches has fal- 
len, but that of colour TV sets and re- 
frigerators continues to grow. Inland pro- 
vinces have been hardest hit. In January, the 
industrial output growth of Henan, Sichuan, 
Yunan and Qinghai dropped from last year’s 
double-digit figures to 3.2%, 3.9%, 5.9% and 
3.6% on a year-on-year comparison. 

But the worst performers were Shanghai 
and Hubei, with growth of 1.9% and minus 
3.6%. Guangdong, Fujian and Shandong 
continued to grow strongly, with rates in Jan- 
uary of 27.1%, 16.9% and 11.9% respec- 
tively. The non-state sectoris still the most re- 
silient, and collective industries grew by 25% 
and village-level industries by 31% over the 
12 months to December 1988. 

In 1988, total industrial output amounted 
to Rmb 1.81 trillion (US$486.3 billion), 20.7% 
more than in 1987. The state and state-con- 
trolled sectors grew by 12.7% and 28.2% re- 
spectively. Output of light industry reached 
Rmb 895 billion, 22.6% more than in 1987, 
while that of heavy industry rose by 18.8% to 
Rmb 915 billion. However, output of energy 


Output vs inflation 


and industrial raw materials has fallen far be- 
hind demand — coal output growing by a 
mere 4.5%, crude oil by 2.2%, steel by 5.2%, 
while timber output fell by 1.7% last year. 
Since September, the retail price index 
has stabilised at 25-27% on a year-on-year 
comparison, with no sign of an immediate 
major improvement. Last year, the retail 
price indexes were the highest in the urban 
areas of Peking (28.9%), Fujian (28%), 
Guangdong (30.5%) and Hainan (29.8%). 
Retail food prices rose by 14.1% nationwide, 
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with prices of vegetables, poultry and sea- 
food 31-37% higher than a year earlier. 

The poor agricultural performance last 
year is certain to lead to high food inflation 
this year. Grain, cotton and edible oil pro- 
duction dropped by 2.2%, 1.1% and 13.6% 
last year. Pig breeders are starting to slaugh- 
ter their herds because of higher feed- 


grain prices. Meanwhile, a black market for 


quality grains — especially rice — thrives. 

Public anticipation of inflation still runs 
high. As a result, workers have successfully 
pressured factories for higher wages. The re- 
sult has been an extraordinary — even if sea- 
sonal factors are considered — rise of 39% in 
the nation's wage bill in December 1988 
alone. Banks also reported a record 61% in- 
crease in wage-related spending in January 
1989. 

The population continues to hold some 
Rmb 400-500 billion in cash at home, despite 
the higher (but still actually negative) interest 
rate offered since 1 February. Because the 
banks still rely on savings as their main 
source of money, these large floating cash 
holdings have led to a funds crisis. Many 
non-bank financial institutions have 
flourished since the financial squeeze, lead- 
ing to vast amounts of cash and credit notes 
circulating outside the banking system. 

The crackdown on investment has af- 
fected only central government-funded in- 
frastructural projects. Local governments, 
meanwhile, have rushed to get their pet pro- 
jects under way before PeRing’s inspection 
teams arrive to halt them. By January this 
year, a State Council official said, the invest- 
ment that had been curbed amounted to 
only 1-676 of total investment. By end-1988, 
Peking had stopped 14,400 projects, involv- 
ing nominal investment of Rmb 44.2 billion 
— but most of the halted projects had not 
had time to leave the drawing board in any 
case. 

Peking aims to cut such fixed-asset invest- 
mentby Rmb 50-90billion this year. 
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Long ago, we set our sights on taking the spirit of Korea from Seoul to the world, and bringing the worl 
fleets, convenient schedules and an untiring commitment to your personal comfort, our single purpos 
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to Seoul. Today, we fly to 39 cities in 18 countries on 4 continents. With one of world’s most modern 
Is to make your trip the best you've ever had. It’s a dedication to excellence that could only be Korean. 
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Profit gc um s d 70% 

carne per ordinary share. E = A 

g ‘Dividend r per ordinary share . ug Ec E 4796 — 

| ‘Shareholders’ funds per ordinary share E: ~ 

Operations R ae | 

Asia: Record year für al major operations i in 1 Hong Kong | 

Eight supermarkets now. open in Taiwan 

E Australia: Record year for Franklins | 1 
. UK: .  Reoord pre-tax profit for. Kwik Save E " 
Maxim's s: Another record year finishing wi h 178 outlets 












For the entire cae the outlook for 1989 is is enc N ouraging, and your. 
Directors look forward to another year of expansion and higher POR: 





SIMON KESWICK, Chairman 
Hong. Kong, 16th March 1989 
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vis | “Year ended 31st December | = 
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12,780 2,252 
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and minority interests. on See 456 99 
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Sharshotdere’ funds per MEM | | 


ordinary share | 265. 7 168.2 34.0 | 






The Branch Register of Members in Hong Kong. will be closed from 24th to 28th April mes | 
inclusive to identify those shareholders entitled to the proposed final dividend of i 
HK18 cents per ordinary share which will, Subject: to approval at the Annual General | 
Meeting to be held on 6th June 19889, be payable on 13th June 1989. 

A preferential dividend on the convertible cumulative preference shares at the rate of 6:96 
per annum will be payable on 28th April. 1 989 in. enis of the year ending 30th April 1989. 


Dairy Farm International Holdings. Ltd Quy 
incorporated in Bermuda with limited liability . | Nu A member of the Jardine Matheson Group 


33rd Floor, Windsor House, Causeway Bay, Hong Kong 
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first broke in February 1976, the 


uspend disbelief for a moment and 
consider the worst that could possi- 
bly happen to the Tokyo stock- 
market as a result of the Recruit scan- 
dal. So far, most press criticism has been di- 
rected towards the politicians and their hen- 
chmen. It seems about time Shroff looked at 
the source for so much of their cash — the fi- 
nancial markets. 

To many investors, the gloomiest pros- 
pect is the possible resignation of Prime 
Minister Noboru Takeshita and a general 
election in which the ruling Liberal Demo- 
crats (LDP), are replaced (hold onto your 
seats) by the socialists. For the Japanese 
economy, the removal of the governing 
party would be a bit like throwing away a 
talisman, because the LDP has presided over 
the industrial miracle since the mid-1950s. 
Could one survive without the other? 

With no recent political charts to guide 
Japan in that event, the local market would 
almost certainly drop like astone (by, say, 10- 
20%) for a while, possibly exacerbated by a 
rise in interest rates that would result from a 
fall in the yen. "Analysts suggest that a rate of 
140 to the US dollar would set off alarm 
bells in the Bank of Japan (Boj), the central 
bank, and would almost certainly lead to a 
rise in the discount rate. 

At this point it has to be said that there is 
no practical possibility of the socialist party 
taking over in Japan. It does not field 
enough candidates at election time 
and the chances of it forming a coali- 
tion are almost nil. In a general elec- 
tion, voters would be expected to re- 
gister their disgust with the LDP rather 
than their espousal of the leftwing 
cause. Contrary to what foreigners 
may fear, the socialists are regarded 
as a bit of a joke by the down-to-earth 
Japanese. 

The loss of the LDr's overall major- 
ity is regarded as a lot more likely. It 
would only have to lose 40 seats in the 
lower house of parliament to require 
the support of smaller parties in order 
to govern. A loss of 15 LDP seats in the 
upper house election, which must 
take place in June or July of this year, 
would remove the party’s majority 
there, but this would not make the 
government's life impossible — 
merely more difficult. 

The last great political scandal to 
rock Japan, the Lockheed affair, pro- 
vides some limited precedent for 
what may happen to the stockmarket 
this time around. When the scandal 
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Tokyo Stock Exchange index (Topix) fell by 
3%. The arrest of former prime minister 
Kakuei Tanaka five months later saw a 4% 
drop. The market then traded in a 4% range 
until the general election in December 1976, 
in which the LDP lost its absolute majority for 
the first time in 20 years. 

A cataclysm for share prices? Nothing of 
the kind. The market shot up 10% within a 
month, with the uncertainty surrounding 
Japan's political future finally removed. The 
election result was obviously bad forthe LDP, 
but not necessarily for the mandarins who 
actually run Japan, nor for the businessmen 
who make the money. 

In contrast, the Recruit affair is only now 
beginning to affect investor sentiment, nine 
months after the Asahi Shimbun first reported 
the links between the company and leading 
politicians. The Topix hardly budged at that 
moment in June 1988. On the day last 
December that finance minister Kiichi 
Miyazawa resigned, the market actually rose 
slightly. The arrest of Hisashi Shinto, ex- 
chairman of Nippon Telegraph and Tele- 
phone (NTT), caused a fall in the market, but 
this was soon erased and Topix finished the 
day higher than the previous close. 

As usual, foreigners are the vanguard of 
those fleeing the Tokyo market at the first 
sign of trouble. They were net sellers of ¥359 
billion (US$2.4 billion) of equities in the six 






he scandal effect 


OCET 5feb. 76: Beginning of Lockheed scandal 


27 duly 76: Arrest of Kakuei Tanaka 
5 Dec. 76: General election 


Recruit scandal 
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Tokyo at scandal stations 


weeks to 10 March, having been big net 
buyers for the previous five months. 
Thislatest scandalis bigger than the Lock- 
heed affair which implicated far fewer 
people. The financial effects of the Recruit 


problem may be as far-reaching as the politi- |. 
cal ones. Take the employment services-to-. 
property conglomerate itself. Although only ||. 
one of the three companies, Recruit Cosmos, | 
is listed (on the over the counter [OTC] mar- | - 


ket), the entire group's debts of ¥1.9 trillion 


to a bevy of top banks add an element ofun- | : 


certainty to the whole stockmarket. 


And then there is the case of NTT, the | i 
most heavily capitalised counter in Tokyo: 
whose shares have fallen to ¥1.61 milion, | 
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half the peak they reached just after the first | 


sale of the stock in early 1987. One of the | 
reasons for the collapse is that the public pro- = 
secutors have begun to investigate the giant. |. 
firm's entanglement in the scandal. The Fi-.| | 
nance Ministry still has 2.4 millionNTTshares | 
it wants to sell by next year. The sale of shares.) 


in Japan Tobacco and the railways may be 
delayed by the NTT debacle. 


The Recruit affair has paralysed the | . 
budget machinery and made monetary po- |. 
licy appear more hesitant. The government | 
has compiled a 50-day provisional budget for |. 
the financial year beginning on 1 April, be- | 
cause parliament has not passed the full | 
z budget. The chairman of a city bank | 
says it would be "very near disas- | - 


trous" for business if passage was de-. 


frigid northern Japan must start at the 
beginning of the summer or face a 
year's delay. 


restive electorate. 


The scandal could well have long- | 


lasting effects on the way the Japan- 


layed by 60 days or more. Thisisbe- | 
cause many public works projects in | * 


Recent reports suggest that the- E 
Bo} may delay any rise in the discount 
rate for as long as possible, because of- 


the political fall-out among an already - 
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ese stockmarket works. Until now, | 


money machineisin for an overhaul. 


| 88 


the securities exchange has channel- |- 
led money down the throats of indus- 
try and ignored the small investor. 
Everybody gained something be- 
cause shares as a whole rose. But. 
some people have unfairly gained a 
lot more than others. Voters and in- - 
vestors want a more transparent mar- 
ket. At last the balance may be shift- - 
ing away from company managers. 
and towards shareholders. The great |- 


a Nigel Holloway | 
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COMPANIES 


Controversy still hangs over the Meralco privatisation 


Lopez power revolt 


By Rigoberto D. Tiglao in Manila 


he much-delayed privatisation of 
| Manila Electric Co. (Meralco), the 
largest power distribution firm in the 
Philippines, faces another snag that could 
short-circuit its stock-dispersal programme. 
The Presidential Commission on Good Gov- 
ernment (PCGG) for two months has refused 
to lift the sequestration of the 19.9 million 
shares, or 46.5% of the equity, that are to be 
sold in the stockmarket and to residential 
power consumers. 

The nearly two-year delay has been 
strongly criticised — particularly by the 
Lopez family which had controlled Meralco 
before the Marcos years — as indicative of 
the Aquino government's inability to imple- 
ment a major government policy. On the 
other hand, officials privy to the entire pro- 
gramme told the REVIEW that the latest delay 
has been largely due to the government's 
clumsy last-minute efforts to thwart clever 
but legal moves by the Lopezes to regain con- 
trol of Meralco and, at the same time, to cap- 
ture windfall profits from the stock-dispersal 
plan. 

While PCGG chairman Mateo Caparas told 
the REVIEW that the commission would 
speed up its decision on the sequestration, 
the final decision necessary to get the privati- 
sation plan moving is likely to take time. 
Even if the PCGG decides to lift the freeze on 
the shares, according to Caparas, the San- 
diganbayan, a constitutional body in charge 
of anti-graft cases, would have to give the 
final go-ahead for their sale. 

It is also unlikely that the PCGG will issue a 
hasty decision on the lifting of the sequestra- 
tion. The current freeze is actually the sec- 
ond, and the PCGG, especially its new chair- 
man who has emphasised that he had no- 
thing to do with the either sequestration, is 
not keen to rescind the order which would be 
an admission that Marcos and his brother-in- 
law, Benjamin Romualdez, after all had no 
interests in Meralco. 

In a move aimed at delaying its decision 
but still allowing the privatisation program- 
me to beimplemented, the PCGG has propos- 
ed that the profit shares of Meralco Founda- 
tion Inc. (MFI) — the non-stock firm set up by 
the Marcoses which now controls 66.1% of 
Meralco — be put in escrow while the deci- 
sion is pending. 

However, this has stirred up a hornet's 
nest, with MFI threatening to pull out of the 
stock-dispersal plan. Worse, REVIEW sources 
claimed, MFI is moving to convince the com- 
mission that the Lopez family has been man- 
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oeuvring to assume control of the power firm 
since Aquino came to office. 

The Lopezes — one of the most powerful 
business families before martial law — lost its 
controlling interest in Meralco in 1976, when 
Marcos, who had Eugenio Lopez Jr facing a 
death sentence, forced them to sell to MFI for 
P150 million (then US$13.4 million) their 
27.2% stake in Meralco Securities Corp. (later 
renamed First Philippine Holdings, or FPHC) 
which owned 98% of Meralco. The purchase 
of the shares involved a direct 249 million 
payment to Benpres, the Lopezes’ holding 
company, and MFI’s assumption of Benpres' 
dollar-denominated debts to two US banks 
amounting to US$14 million. 

Oscar Lopez — one of the three Lopez sci- 
ons running the family businesses as well as 
the present FPHC chairman — confirmed that 
Benpres had been paid the full 249 million, 
though MFI still owes the two US banks US$6 
million. 

After Marcos' fall in 1986, the Lopezes, 
rather than contesting in the courts their 
forced sell-out from Meralco, moved on two 
fronts to regain ownership of the power firm 
(the youngest Lopez, Manolo, had already 


Meralco linesman: pressure. 


been assigned as president of the formerly 
family-owned company). First, Benpres and 
other Lopez affiliates in April 1986 quietly 
began to purchase FPHC shares in the stock- 
market to amass their present 17% slice in the 
holding firm. 

Oscar Lopez explained to the REVIEW that 
they did this upon advice of the International 
Finance Corp. (which had a 5% share in the 
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pre-martial law Meralco) which had 
suggested that the Lopezes management of 
FPHC as well as of Meralco should be backed 
by stakes in the two firms. Lopez also stress- 
ed that no other group was interested in 
FPHC, technically a bankrupt firm then witha 
debt of P1.2 billion (US$56.2 million). 

The Lopezes purchased the FPHC shares 
at a time when stock prices were low because 
of . political uncertainties. From around 
P7.50-8 a share in 1986, FPHC issues have 
since moved to P15.75. 

The Lopezes’ 17% stake in FPHC re-estab- 
lished their control over Meralco and would 
allow them now to gain from the privatisa- 
tion of Meralco. This is because part of the 
purchase agreement between MFI and FPHC 
in 1976 — which enabled MFI to buy all of 
FPHC’s shares in Meralco — stipulated that a 
default on the scheduled payments on the 
Meralco shares would mean the return, 
termed in the contracts as “reconveyance,” 
of Meralco shares still not paid for. 

Secondly, the Lopezes — from their 
moral high-ground as victims of the Marcos 
regime and because of their anti-Marcos 
campaigns — were allowed to manage not 
only Meralco and FPHC, but also MFI, which 
immediately after the fall of Marcos control- 
led 98% of Meralco. 

For 20 months, from April 1986 to De- 
cember 1987, the Lopezes nominated four of 
the seven MFI trustees while the government 
failed to nominate even onef The Lopezes, 
however, emphasised that all their 
nominees were cleared by the president's of- 
fice and that ME/'s policies during that period 
"were all above-board and will stand up to 
close scrutiny." 


n August 1987, the MFI shares in Meralco 
I: "reconveyed" to FPHC, giving 

the latter 32.3% of Meralco. This had 
prompted the GFI committee — set up 
by Aquino in August 1988 to investigate 
the entire deal and consisting of heads 
of government financial institutions — 
to conclude that "there was no 'arms- 
length' transaction" in the reconveyance. 
The committee had pointed out that MFI 
had not even taken action to correct the de- 
fault situation that triggered the “recon- 
veyance." 

It was also during this 20-month period 
that the privatisation programme to be fi- 
nanced by a bank syndicate led by the Bank 
of the Philippine Islands (BP!) and J. P. Mor- 
gan was worked out. The plan involved the 
settlement of debts of MFI and FPHC to the 
state-owned Development Bank of the 
Philippines, which held the 19.9 million 
Meralco shares (originally 11.8 million before 
stock dividends) as collateral for the debts. 
These shares now represent 46.5% of 
Meralco. 

The bank syndicate would put up the 
money to settle the debts for P690 million, an 
amount the GFI committee considered low 
as it excluded accumulated interest charges. - 
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The stocks would then be sold in the 
market, with profits to be shared 5076 by the 
bank syndicate and the rest by MFI and FPHC. 
The syndicate would determine the selling 
price: it estimated that it would be able to 
generate profit of P 1.1 billion in four years’ 
time and after selling only 4 million of the 
19.9 million shares. 

The original agreement also contained 
other provisions advantageous to the syndi- 
cate and FPHC: there was to be no definite 
period for disposal of the shares and, signfic- 
antly, voting rights on the shares to be sold 
were to be held by the Lopez-controlled 
FPHC. There was also to be no limit on the 
shares that could be bought by any one 
group, which meant that the Lopez-control- 
led FPHC, which was privy to the entire deal, 
could go ahead of the markets and capture a 
substantial portion of the shares. 

Oscar Lopez, however, explained to the 
REVIEW that the terms of the stock-dispersal 
plan were entirely drawn up by BPI and J. P. 
Morgan and that FPHC merely accepted the 
BP/J. P. Morgan plan as they would be 
packaging the deal. 

The delay: in implementing the program- 
me has been due to moves by government 
first through the Development Bank of the 
Philippines and then through the GFI commit- 
tee to revise the original plan. 

The bank syndicate and FPHC have since 
reluctantly agreed to revise the original plan, 
dropping such tomponents as FPHC's voting 
rights on the shares and the indefinite period 
for the sale of the stocks. As soon as the plan 
is given the go-signal, the syndicate and FPHC 
have agreed to sell 7 million shares on the 
stock exchanges at P105 a share and the rest 
to residential consumers at P95. A clear indi- 
cation of government intent has been its 
stipulation that no group can own more than 
1096 of Meralco shares, an obvious reference 
to the Lopezes. 

The bank syndicate and FPHC had en- 
gineered a clever public-relations move in 
December when public attention in Manila 
was raised over the P690 million selling 
price. The syndicate and FPHC subsequently 
agreed that to make up for the P305 million 
extra (representing the unbooked interest) 
the government wanted, it would allocate 
30% of the programme's profits to the na- 
tional government. What had escaped notice 
was the fact that the new agreement re- 
moved the Development Bank of the Philip- 
pines as one of the lead managers of the syn- 
dicate, which meant that the profits it would 
have gearned as a manager of the syndica- 
tion would now be represented by the new 
government profit-share. 

“It’s perfectly understandable for the 
Lopezes to want to regain their prized com- 
pany," a former government bank official 
commented on the programme that would 
have been a model for the Aquino adminis- 
tration’s privatisation policy. "But they 
moved too fast and pushed too hard," he 
said. Li 


30 MARCH 1989 


TRADE 


Cairns Group urges compromise on farm subsidies 








By Michael Malik in Sydney 


Tos Group of 14 agricultural 


producers and consumers has issued 

a stern warning to the EC — and to a 
lesser extent the US — to compromise on ag- 
ricultural protection and subsidies or see the 
whole Uruguay Round of Gatt negotiations 
fail. 

According to officials from Australia — 
which chairs the group — since the deadlock 
at the mid-term review of Gatt negotiations 
in Montreal in December, the US at least has 
shown some flexibility on the question of 
freezing agricultural support and protection. 

Washington has agreed to drop its pre- 
vious demand that a freeze should depend 
on the settlement of long-term objectives. 
But the EC is sticking to its position that the 
only subsidies freeze it will agree to is at 1984 
support levels — which would actually allow 
it to increase present subsidies on some pro- 
ducts. 

In efforts to overcome the Montreal im- 
passe, there has been a flurry of diplomacy, 
with Australian Minister for Trade Negotia- 
tions Michael Duffy flying to Europe, Japan 
and the US, and Gatt director-general Arthur 
Dunkel striving to narrow differences be- 
tween Washington and Brussels. 

But, according to a communiqué issued 
by the Cairns Group after meeting in 
Waitangi, New Zealand, on 17-19 March, the 
EC is still reluctant to consider commitments 
bearing directly on fundamental elements of 
its Common Agricultural Policy, such as ad- 
ministered support prices, export subsidies 
and barriers to market access. 

Duffy said after the Waitangi meeting 
that if the deadlock continued at the next 
Gatt meeting in Geneva in April, ^we are 
looking down the barrelof a full-blown trade 
war. The effect of that will be catastrophic for 
all trading nations." 

Despite showing signs of flexibility, 
the US still needed to produce a comprehen- 
sible proposal on short- and long-term re- 
form goals, he said. As for the EC, "it must 
end its indulgent waffling, stop fiddling at 
the edges of reform and act to get tangible re- 
sults." 

The Cairns Group consists of Aus- 
tralia and New Zealand, four Asean 
countries — Indonesia, Malaysia, the 
Philippines and Thailand — Latin Ameri- 
can agricultural producers Argentina, 
Brazil, Chile, Colombia and Uruguay, plus 
Canada, Fiji and one Soviet bloc country, 


Hungary. 
While the group was meeting in 








FAR EASTERN ECONOMIC REVIEW 


War of nerves 


Waitangi, Australian officials were taken 
aback by the reaction of the US to Prime 
Minister Bob Hawke’s recent call for a Pacific 
Rim economic organisation similar to the 
OECD. 

Making his first visit to Washington since 
the Bush administration took office, Austra- 
lian Minister for Foreign Affairs and Trade 
Gareth Evans was told that the US had been 
surprised not to have been informed of 
Hawke's initiative before it was launched in 
February and would expect to be invited to 
join any such group if it is formed. 

Since Hawke's declared objective when 
he put the proposalon the table was not only 
to improve economic cooperation in the 
Asia-Pacific region but also to give it some 
clout against the trade policies of the EC and 
the prospective US-Canada free-trade area, 
Australian officials say privately that an invi- 
tation to the US has never been an option and 
will not become one, however grieved 
Washington may be. 

Canberra is pushing ahead with explo- 





Evans: taken aback. 


ratory talks on the idea, with the head of the 
foreign ministry secretariat, Richard Wool- 
cott (until recently ambassador in Washing- 
ton) visiting New Zealand, Japan and South 
Korea to follow up Hawke's original pro- 
posal. 

While favourable reactions have been re- 
ported from several countries, Tokyo so faris 
following the Washington line that the US 
must be part of any such group, say Austra- 
lian officials. * 
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Sri Lanka funds poverty-alleviation programme 


Poor priorities 
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| By Manik de Silva in Colombo 


whe Premadasa administration's first 
| I budget bore the mark of the president 
: by focusing on the ambitious poverty 
alleviation programme (PAP) on which Presi- 
dent Ranasinghe Premedasa has staked his 
political future. 

On 16 March, Prime Minister D. B. 
Wijetunga, who also holds the finance 
portfolio, delivered the shortest budget 
-speech in Sri Lanka's parliamentary history, 
lasting just 42 minutes. This brevity was 
politically pointed: during December's presi- 
=. dential election, Premadasa repeatedly at- 
~» tacked Ronnie De Mel, who had held the 


^ high-profile finance portfolio for 11 years in 
|^ -the Junius Jayewardene administration. One 
of Premadasa's jibes was that a budget 
«speech need last no more than an hour. 


Having raised liquor and cigarette prices 


o the day before the budget and with no other 


consumer price rises or cuts intended, 


È Wijetunga's tax proposals were stripped of 


any possible drama. 
Premadasa was later to tell the govern- 


s n. ment parliamentary group that the budget 
- ..-had raised additional resources without 


hurting the ordinary man. He noted that 
the budget provided for Rs 16 billion 


P (US$506.33 million) more expenditure than 
. the previous year. This included Rs 10 billion 


for the PAP and Rs 1.2 billion for free school 


C. lunches. The president claimed that in- 
-. »-. flationary financing (closing the budget gap 
|. by printing money) had been cut from about 

~-Rs 11 billion in 1988 to Rs 3.2 billion this 


.. year, and was optimistic that Rs 11.7 billion 
- in additional revenues would be raised this 
-. year. 
i -The PAP, under which 300,000 of the 
country’s poorest families will receive a 
monthly payment of Rs 2,500 over a two- 
year period, will be launched in April. 
Roughly half the money is intended for con- 
sumption, while the rest will amount to a 
nest-egg of Rs 25,000 at the end of the two 
years, which the administration hopes will 
. beinvested in income-generating activity. 
Wijetunga said: "The thrust of the coun- 
try's development programme in the next 
two years willbeon the alleviation of poverty 
and the creation of village-based self-reliant 
organisations and small production units 
which will help increase the productivity of 
the poor through creation of new employ- 
ment opportunities." 
1 The minister made dear that the Jayewar- 
< dene administration's liberal economic 
. policies are "here to stay" and indicated that 


the privatisation programme would con- 
tinue. Noting that the draconian Business 
Acquisition Act had been repealed, 
Wijetunga announced that an umbrella au- 
thority was being established to coordinate 
foreign investment, and thus smooth the 
path for foreign investors. He said the gov- 
ernment planned to abolish the 100% trans- 
fer tax on shares held by foreign investors, 
but added that the tax would remain on land 
transfers. 

Colombo clearly wants good relations 
with the IMF and World Bank, and some of 
the budget measures have been interpreted 
as part of this policy, including: the closure of 
uneconomic state enterprises; an active 
interest-rate policy to encourage saving, and 
an exchange-rate policy that encourages pro- 
ducers and exporters. 

Conditions demanded for continuing 
support from the IMF's Structural Adjust- 
ment Facility have not been met and the gov- 
ernment has not denied opposition charges 


that it is in trou 


said Colombo had requested post p ning the he 
regular June aid meeting to September, so 
that a re-formulated investment programme — 
could be presented for donor consideration. — 
He said details of the PAP were now being _ 
finalised so it could be incorporated into the 
public investment programme for 1989-93. 

Revenue measures announced in the 
budget include a 1576 surcharge on income 
and wealth taxes over a two-year period, a 
non-refundable tax on treasury bills held by 
the central bank and a withholding tax on 
government securities and treasury bills. An 
effort is also being made to combat wide- 
spread evasion by retailers of business turn- 
over tax by requiring manufacturers and im- 
porters to recover an extra 176 tax on sales to 
retailers. This cannot be passed to consum- 
ers but can be offset against turnover tax by 
the retailer. 

Wijetunga said the financing gap would 
be bridged by borrowing from the banking 
system. “This is just over 1% of the projected 
GDP for 1989 and should not therefore cause 
any significant threat to financial stability,” 
he said. He would also seek parliamentary 
approval to increase the limit on borrowing 
under the local treasury bills ordinance by Rs 
10 billion to help the treasury meet day-to- 
day cash needs caused by expenditure Uu 
and revenue lags. 
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New Zealand curbs government spending 


Caygill’s tax clamp 








By Colin James it in Wellington 


ew Zealand’s Finance Minister David 
N Caygill announced tax increases of 

NZ$745 million (US$459 million) and 
government spending cuts totalling NZ$709 
million in a mini-budget on 21 March. The 
measures foreshadow the full budget in July 
in which Caygill will aim to reduce the finan- 
cial deficit from about 2% of GDP to 1% in the 
next fiscal year. 

Goods and services tax (GST) is to rise from 
10% to 12.5% on 1 July. Corporate-profits 
tax, which was reduced from 48% to 28% last 
April, is to rise to 33% on 1 April. These in- 


creases are offset partly by small cutsinexcise — 


duty on petrol and diesel from 1 July and are- 
duction from 15% to 7.5% in excise duty on 
cars from 22 March. 

To curb spending and increase efficiency, 
Caygill has decided that no government de- 
partment, except defence, will be compen- 
sated for cost increases due to inflation or the 
rise in GST. This contrasts with the current fis- 
cal year in which departments will receive 
compensation based on the inflation rate 
minus two percentage points. 
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Defence spending is to be capped at 
NZ$1.4 billion for each of the next three fi- 
nancial years. This will cut NZ$237 million 
from the 1989-90 budgeted figure — substan- 
tially more than the NZ$164 million savings 
“conservatively” identified by the Quigley 
defence review (REVIEW, 23 Mar.) as possible 
in the third year of an efficiency programme. 

Together with savings of NZ$300 million, 
which were announced in February follow- 
ing cuts in welfare benefits and moves to 
force university and other tertiary students 
to pay some of their tuition fees, Caygill is 
now close to the NZ$2 billion savings needed 
to reach his 1989-90 deficit target. 

The mini-budget was part of a statement 
of spending provisions for the three months 
from April to June — a “transitional quarter” 
which enables the government to move its fi- 
nancial year from 1 April-31 March to 1 July 
~30 June. The announcement clears up un- 
certainties surrounding future tax rates. 
Caygill said he expected business to “get out 
there and get on with” investing to pull New 
Zealand out of recession. He alsosaidhewas 
“confident” personal taxes would not rise in. 
1989-90 or 1990-91. a 











India wants cheap ores 

to offset trade deficit 

> Bangkok officials are pondering a 
proposal from India’s public-sector Minerals 
and Metals Trading Corp. (MMTC) to 
establish a potash joint venture in Thailand, 
with buy-back provisions. The scheme is 
part ofan overall plan to redress India's Rs 18 
billion (US$1.16 billion) deficit on India- 
Thailand trade of Rs 87 billion. MMTc’s idea 
seems to be toimport tin, zincand other ores 
from Thailand at concessionary prices and 
then re-export them to third countries at a 
profit, in order to offset India’s massive rice 
purchases from Thailand. 


Thai road consortium 
signs US$863m loan 


> Thailand's biggest loan to a single entity 
was signed between Bangkok Expressway 
Co. (BEC) and a consortium of local banks led 
by Bangkok Bank, Thai Military Bank and 
Siam Commercial Bank, and advised by 
Shearson Lehman Hutton. The Baht 22 
billion (US$863 million) loan is to finance 
construction of Bangkok's 42 km second- 
stage expressway under a 30-year build- 
operate-transfer agreement with the 
government. Major investors in BEC are 
construction firms Kumagai Gumi and Ch. 
Karnchang Co., the Crown Property 
Bureau, and the major lending banks. 


Rescued Malaysian bank 

on road to recovery 

> Malaysia's United Asian Bank (UAB) 

has announced a net profit of M$26.7 
million (US$9.7 million) for 1988. The profit 
is the bank's largest ever and marks the 
complete rehabilitation of UAB since Bank 
Negara, the central bank, took a 79% stake 
after injecting new capital in 1986. To date, 
UAB has made bad debt provisions of M$832 
million. It recovered about M$82 million last 
year. Accumulated losses since 1984 are 
estimated at M$409 million. UAB chairman 
Khoo Eng Choo said that he was confident 
that the losses could be recouped within five 
years. 


India allows industrial giants 
to manufacture components 


> India's big industrial houses, long 
hampered by anti-monopoly legislation and 
foreign-exchange controls, may now 
manufacture components for their own 
products. Component manufacture had 
previously been reserved for officially 
designated "small-scale units." The rule 
served to compound India's quality control 
problems that have stifled exports. 
However, only 25% of the big companies’ 


component production may be traded in the 
domestic market. The rest must be used 
in-house or exported. 


South Korean group plans 
to buy hotel in California 


> The Hanjin Group, which owns Korean 
Air, says it plans to buy the Los Angeles 
Hilton & Towers in central Los Angeles from 
Hilton Hotels Corp. for US$170 million. The 
group claims that the deal, which is subject 
to approval by the central Bank of Korea, will 
be the largest overseas real-estate investment 
by aSouth Korean company todate. The Los 
Angeles complex includes a 16-storey hotel 
with 900 rooms and a 14-storey office 
building. The Hanjin group already owns 
and operates hotels in Waikiki, Hawaii, and 
Anchorage, Alaska. 


Business indicators 


Bangkok approves power 
development proposals 


> The Thai cabinet approved the Baht 100 
billion (US$3.9 million) three-year 
development plan of state power monopoly 
Egat. In doing so, the cabinet appeared to 
endorse a controversial plan, recommended 
in February by the energy planning 
subcommittee, to allow private investment 
in electric power generation. Egat is 
opposed to such a move. The committee is 
now reviewing which of 35 projects is 
appropriate for private investment. One 
possibility is a proposed 900 mW plant in 
Rayong. 


Philippine Government 
bans lumber exports 


> The Philippine Government announced 
on 17 March that it was banning exports of 

lumber as part of its continuing efforts to halt 
destruction of the country’s forests. Between 
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January and November last year, Manila 
exported US$144 million worth of lumber, 
out of a total of US$250 million for forest 
product exports. The aim is to force those in 
the timber industry to increase the value- 
added quality of their products by making 
furniture and other wood products. 


Singapore to auction 

three prime sites 

» Singapore's Urban Redevelopment 
Authority is to sell by tender auction three 
pieces of land in prime commercial and 
shopping districts of the city. The tender for 
the sale, which is expected by analysts to 

fetch about $$400-500 million (US$206-258 — 
million), closes on 9 June and a decision will - 
be made by 1 September. The three sites are - 
at Raffles Place, Cecil Street and Orchard 
Road. 


Hongkong store group 

rejects US$400m bid 

> Hongkong property company New 
World Development has offered HK$27 a 
share for the 72.8% of Wing On Holdings 
which it does not own. The offer values 
Wing On, which has bank, property and 
department store interests, at HK$3.1 billion 
(US$400 million). Wing On Holdings has 
rejected the offer, claiming support from 
more than 50% of its shareholders. 


Taipei to cut tariffs 

on 4,800 import items 

P» Taiwan's Finance Ministry on 15 March 
proposed tariff cuts on 4,800 import items. 
Under the proposal, which must be 
approved by the cabinet and legislature, 
tariffs on agricultural, industrial raw 
materials and consumer goods will be zm 
lowered by an average of 25%. Thecutsare — 
aimed at countering US charges that trade 
barriers are to blame for Taiwan's continuing 
trade surplus. Taiwan also hopes to limit 
mounting inflationary pressures by 
lowering import costs for manufacturers. 





Thailand’s major hotels 
freeze room rates 


> Members of the Thai Hotels Association _ 
agreed to freeze room rates at current levels. 
after Tourism Minister Korn Dabbaransi 
blacklisted four Bangkok hotels because of 
over-charging. The minister also warned 
that he would use an anti-profiteering law 
against others if they continued to charge 
overly high rates. Hotel room rates have 
been increased several times over the past 12 
months and tourism officials are concerned _ 
that skyrocketing prices will deter 
visitors. 
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The Recruit affair, higher Us interest rates 
and oil prices, and a weakening yen all 
took their toll. The index lost almost all the 
early-period gains. Construction firms 
performed best. Penta-Ocean rose ¥460 
(Us$3.49)to 1,720 and Okumura 
Construction climbed ¥590 to «2,330. 
Daily turnover was 1.1b shares worth 
y1.5t. 


A rally prompted by good corporate 
results, confidence in the property 
market, and strong overseas buying, 
came to an unpleasant end on 20 Mar. 
The subsequent plunge was caused not 
only by WallStreet's example, but also by 
a surprise interest-rate rise. Trading 
averaged 911m shares a day worth 
HK$2.07b (US$266.4m). 


Property and hotel stocks surged in a 
week of heavy trading, but prices fell back 
across the board on bearish news about 
the USeconomy. Volume averaged 98.8m 
shares a day, valued at $$189.8m 
(U5$97.9m). DBS Land closed 11 Scents up 
at $1.68 while Singapore Land rose 805 
cents to $10.30 — though this was 20s 
cents below its best for the period. 


Heavy buying pushed the market to its 
post-crash high but prices slumped after 
the weekend in response to the fall on 
Wall Street. Volume averaged 24m shares, 
valued at M$51.7m (US$18.8m). Property 
and finance conglomerate MUI closed 

30 M cents up at M$2.93 on takeover 
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speculation, while shipping counter MISC | ~~ 


rose 30 M cents to M$8.45. 


Prices first firmed slightly, but later shed 
these gains in selling triggered by Wall 
Street's weakness. Gold stocks were 
supported on gold price hopes, and 
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institutions bought industrials selectively, | OE 


but generally investors remained on the 
sidelines. Turnover was 550m shares 
worth A$819m (US$674.1m). BHP climbed 
to A$7.50 and Elders IXL to A$2.93. 


Fletcher Challenge's strong half-year 
results failed to boost the market which 
drifted before plunging on cue from Wall 
Street. Volume for the period was 40.6m 
shares worth NZ$59.69m (Us$36.8m). 


Chase Corp. continued to fall as rumours eg 
persisted and finished 11 NZcentslowerat | 


35 NZ cents, Fletcher Challenge fell 7 Nz 
cents to NZ$5.21. 
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Disappointing results of an oilflow test in 
the Galoc 1-A well off Palawan island 
combined with sliding copper prices to 
pull down share prices. Turnover 
averaged 2b shares worth P127.94m 
(US$5.99m). Benguet fell from 281 to 274.5 
on the Presidential Commission on Good 
Government's order that the firm's 
sequestered shares must be sold. 


The market climbed to an all-time high 
after a week of record volume, with daily 
turnover averaging 24.6m shares worth 


. Won 578.9b (us$864m). The president's 


postponement of a mid-term referendum. 
drove a strong market even higher. STC 
leaped 24.3%, and distiller Jinro rose 
17.8%. Machinery stocks added 8.6% and 
food shares 6.1%. 


Prices were hit by selling late in the period 
as investors, nervous about government . 
plans to curb inflation, anticipated a 
correction. The weighted ikdex slid 541 
points, its biggest period fall since 
December. Turnover, however, averaged 
a strong NT$53.79b (Us$1.96b) a day. 
China Rebar fell NT$6.10 to NT$42.30, and 
USI Far East fell NT$16.50 to NT$95. 


The market rose as big private investors 
bought heavily into smaller stocks. But 
prices dropped sharply on the final day in 
sympathy with foreign markets, and 
profit taking. Turnover shot up to average 
13.2m shares worth Baht 1.17b 
(Us$45.9m). Action was heaviest in Singer 
and new counter Luckytex; Haad Thip 
rose Baht 74 to Baht 493. 


Shares drifted lower as investors 
unwound positions in anticipation of high 
interest charges for forward traded shares 
at the next settlement period, due at the 
end of the coming holiday-shortened 
week. Reliance, after gaining Rs 5 (22 Us 
cents) at mid-period, later shed nearly 876 
to close at Rs 119. Its rival, Bombay 
Dyeing, dropped Rs 9 to Rs 128. 


Bad inflation news combined on 17 Mar. 
with a “triple witching hour" to produce a 
rout in which the Dow Jones Industrial 
Average fell 2.1% in a day — the largest 


. drop for nearly a year. The dive continued 
7a on 20 Mar. Trading was very heavy, 


and occasionally chaotic. Volume totalled 
897.2m shares. The rout stopped a 
two-day rally early in the period. 





+ 42.5%. 
++ 33.6%. 


® Profit 


* Earnings per share 


MANDARIN ORIENTAL 
THE HOTEL GROUP 





* Record earnings in first full year as public company. 


* Each hotel significantly exceeded 1987 performance. 


* The Oriental, Bangkok listed in Thailand. 


"Ne are encouraged at the outlook for tourism and business 
travel in the Asia-Pacific region and particularly for the 
grand luxe hotel market sector. Your Board anticipates 
further earnings growth for Mandarin Oriental in 1989" 


SIMON KESWICK, Chairman 
Hong Kong, 15th March 1989 


The Register of Members will be closed from 29th May to 
5th June 1989 inclusive, to identify those shareholders 
entitled to the proposed final dividend of 26 cents, which 
will, subject to approval at the Annual General Meeting to 
1989, be payable on 12th June 1989. 





be held on 5th June 


Mandarin Oriental International Limited 
Incorporated in Bermuda witb limited liability 
281 Gloucester Road, Causeway Bay, Hong Kong 


lr 
[57] A member of the Jardine Matheson Group 


MANDARIN ORIENTAL" 






































1988 RESULTS 
Full Year Ended 
51st December 
1988 1987 1988 
HK$m HK$m US$m 

Turnover 917.2 7953.3 117.5 
Profit before 

taxation 421.5 308.0 54.0 
Taxation 

— Hong Kong (44.7) (42.6) a) 

— Overseas (27.8) (20.6) ( 
Profit after taxation 349.0 44.8 
Profit after tax and 

minority interest 348.6 44.6 
Extraordinary item 48.2 — 6.2 
Profit attributable 

to shareholders 396.8 244.6 50.8 
Dividend 229.4 85.9 29.4 
Earnings per share 53.35€ 6.8€ 
Dividend per share 

— interim 8.0€ — 1.0€ 

— final 26.0¢ 14.0¢ 3:9€ 
Net asset value 

per share $7.62 $5.63 9 








THE WORLD'S FINEST HOTELS 
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- If you are considering, or are now, investing in one 
: or more of Asia's fast paced stockmarkets, a trial 
.. of ASIAN MARKETS MONITOR may prove to 
_ be your wisest investment in 1989. As everyone 
s^ knows a major key to successful investing is having 
the right information at the right time, and that's 
what each issue of AMM delivers to its many read- 

ers each and every week. 


A no nonsense, straight from the shoulder weekly 
newsletter AMM will provide you with detailed 
market commentary, objective reports on sectoral 
developments and the reasons behind them, high- 
lights of results of large and medium sized com- 
panies, informed analysis and opinion and much, 
much more. 


Normally available for longer terms for a limited 
time only we are offering a trial to . 
ASIAN MARKETS MONITOR so that you can 
discover for yourself how very helpful AMM can 
^». beto'you when it comes to making the right invest- 
- .. ment decisions. 





¿© AMM is written, complied and edited by 

specialists throughout the Asian region and pub- 
lished by a wholly owned subsidiary of Review 
Publishing Company Ltd., publisher of the Far 
Eastern Economic Review, Asia's most authorita- 
tive business/news publication. 















Because we are so confident that once you've 
sampled AMM for yourself, you will discover 
how valuable it can be to you in making invest- 
ment decisions, we are offering a 13 issue 
trial-period for only US$150. That amounts to 
US$11.54 per week, less than the price of a moder- 
ate lunch. 


Why not begin 1989 with your best investment foot 
. forward by placing your trial order to AMM today. 


. from the very first issue. 


- We firmly believe that you will begin benefitting 


F 


If for any reason after ordering AMM you wish to. 
stop your trial subscription, you may do so at any 
time and receive a full refund of the unused por- 
tion of your payment. 


Order now while you are thinking about it and 
start receiving the kind of timely news and infor- 
mation you need to have about the Hong Kong, 
Singapore, Malaysian, Philippine, Thai and Ko- 
rean stockmarkets. You have everything to gain 
and nothing to lose. 


To order simply complete the coupoh and send it 
along with the appropriate payment or completed 
charge card information. 


To: Publications Div., Dept. AMM, Review Publishing - 
Company, Ltd., GPO Box 160, Hong Kong. | 


CJ Yes! Please enter my 13 issue trial order to Asian Markets 
Monitor immediately so that I can begin to benefit from tef 
investment intelligence I will receive each week. 13 issues — 
US$150/£91/HK $1,170. 


© I perfer to order for 52 issues — US$599/£363/HK $4,670. 


You may forward equivalent payment in any convertible cur- 
rency. 


L1 I enclose in payment thereof (cheque payable to 
Review Publishing Company Ltd.) Or, please charge my 


credit card (tick one): 


LJ American Express 


LJ Diners Club : 
LJ MasterCard C) Visa | 


Exp. Date 


oi 
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AW "Boy owned subsidiary of Dow Jones & Co. Inc. 


IED ADVERTISEMENTS 





: Appointment | 


THE OUEEWS AWARD FOR 





EUROMONEY — — 





EXPORT ACHIEVEMENT 1886 





Euromoney Publications is seeking experi- 
enced financial journalists at editor and dep- 


uty editor level to work on a new monthly fi- 
nancial magazine in the Asia Pacific region. 
The job requires excellent knowledge of these 


markets, 


proven writing 
energy and enthusiasm. 


experience and 


The position would be based in either Hong 
Kong or Singapore. Candidates are requested 
to send their curriculum vitae to Diane Chap- 
" lin, Personnel Director, Euromoney Publica- 
tions PLC, Nestor House, Playhouse Yard, 


London EC4V 5EX. 





Business Opportunity 








AUSTRALIAN FRANCHISE 





Exclusive national franchises are available throughout Asia to 
companies or entrepreneurs capable of appointing agents, on 
behalf of successful franchisor of non-slip ceramic tile treatment 


company. 


Sole national distributor $4150,000 


For further details contact: 


Mr. Graham Chudleigh 


a Stepsafe. 53 Fitzwilliam Street 
l River Park, Gold Coast, Queensland, Australia 
Tel: 65 (75) 964180 Fax: 65 (75) 913771 









For Sale in U.S.A. 
A floral business plus property 
and building on the Coast of 
` Florida, Well-established since 
1945. | 
7945 or 904-731-1187 or write: 

CATANESE FLORIST, 4148 Bir- 


mingham Rd., Jacksonville, FL | 


32207, U.S.A. 








LON DON 


ACCOMMODATION 











ire by phone 904-354- | 
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COPYRIGHT 
REPRINTS 


The combined efforts of the Far 
Eastern. Economic Heview's large 
and highly skilled editorial team 
have made it the premier source of 
information for those who do busi- 
ness, or have an interest, in or with 
Asin. 

As a testimony to the publication's 
editorial quality, many Review arti- 
cles have, over the years, been re- 
printed in newspapers, magazines, 
educational textbooks, newsletters 


ete throughout the world. 

Should you as an editor, publisher or 
on behalf of an organisation, educa- 
tional establishment etc wish to en- 


quire about our reprint and 
copyright charges, please address 
your correspondence to: 


Managing Director 
Review Publishing Company Limited 
GPO Box 160, Hong Kong 
Tel: 5-8328300 Fax: 5-8345987 
Telex: 62497 REVAD HX 


We welcome enquiries from all in- 
terested parties and assure you of 
our prompt, individual attention. 





























Richard Ellis 


Lot 24 German Church Road, Redland Ba 


LOWE'S PLANT NURSERY 


Brisbane, Australia 


This ultra modern wholesale 
nursery, potentially the largest in 
the southern hemisphere, Is set an 
107.7 lush fertile acres, Situated 
approx 31 radial kilometres from 
the Brisbane G.P.O. in the Shire of 


Redlands which enjoys one of Qid's — 


highest population growth areas. 
Featuring the latest technology 
in nursery production, the property 
includes: Numerous shade houses; 
Climate control sheds; Propagation 
shed; Workshop; Despatch; Office 
block ; 5 dams holding approx 30 
million gallons ;3 spacious modern 
residences; 3 phase power and 4 
pumping stations; Full inventory of 
machinery and equipment. 


CALIFORNIA 


| oeciuded 1300 acre ranch only 2 | 
hours north of San Francisco. Magnifi- | 
cent estate site. Adjoins Lake Sonoma. | 


Vineyard possible. Many recreational | 
uses, Contact: Joe White 

4020 Old Barn Road, Healdsburg, CA 
95448 USA. 707-431-5121 








WEALDEN HOUSE 
FREE RELOCATION SERVICE 
For properties in the U.K. We have a 
comprehensive portfolio of properties 
throughout the U.K. Full property man- | 
agement services also available. 
Birdbrook, Stonegate, Wadhurst, East 
Sussex, England. TNS7EU 

Tet: 0435 517, Fax: 0892 515789, 
Telex: 9312102325 TWG 





Review. 












Readers are recommended 
to make appropriate enquiries and take appropriate advice before 
sending any money, incurring any expense or entering into a binding 
commitment in relation to an advertisement. The Far Eastern Eco- 
nomic Review shall not be liable to any person for loss or damage in- 
curred or suffered as a result of his/her accepting or offering to ac- | - 
cept an invitation contained in any advertisement published in the |- 


This rare and unique business 
opportunity offers generous tax 
advantages and is close to the 
tourism centres of Sanctuary Cove 
and Surfers Paradise. 


To be Auctioned on site 





 11:30amThurs 20th April, 1989 


RICHARD ELLIS ~ 123 Eagle St, 
Brisbane. Q. 4000. Australia. 
Tony Ugrinic Ph. 617 833 9833 
A/H Ph. 617 399 9704 
Fax 617 832 1326 


RAY WHITE 
Acacia Ridge Ph. 617 277 1577 
A/H Danny Whyteross 

Ph. 617 299 6153 


Publication 








SELLING ELECTRONIC 
DEVICES IN THE USA . . .? 
Computers, peripherals, re-] | . 
ceivers, transmitters, RF de-] = 
vices? Electronic Equipment} 
Authorization is practical guide | ^ 
to FCC authorization process | — 
for manufacturers & importers, — 
by US attorney. Includes new po == 
labeling rules effective Feb. |] 0” 
1989, tips for avoiding delay. |] .. 
US$240 (add $10 for air mail). pocco 
| Order today from: BURNING | | | 
TREE, INC., 1718 Corcoran St. |. 
NW 44, Washington DC 20009, | 
USA; Fax: 202-483-0952 be 


















































A political optimist returns 
Lawyer Dominic Puthucheary’s return to 
-politics after 25 years was perhaps inevitable: 
‘he had provided conspicuous political and 


‘Sabah (PBS) in 1985-86. Puthucheary, 55, 
-quietly joined Gerakan, PBS' sponsor in the 
-federal government, 18 months ago and on 
. 12 March was named its vice-president, one 
.of five non-Chinese leaders in the party 
| which he hopes to 
make more multi-ra- 
cial. "Pessimism of the 
intellect, optimism of 
the will" is how he 
describes his approach 
to life. 

"Racial politics is so 

depressing, leads to 
such political medioc- 
rity,” he said. A 
graduate of Queens 
University in Belfast and a senior partner in 
one of Malaysia’s three largest law firms, he 
has given up the socialist ideals of his youth 
as irrelevant. His commitment to socialism as 
-à central committee member of the Socialist 
Front in Singapore and his trade union ac- 
tivities had led to hisbanishment from Singa- 
pore in 1962, followed by a year’s jail in 
Muar. Today his cause is Malaysian 
nationalism. 
Born in India and brought toJohor Baru at 
the age of three months, Puthucheary con- 
siders himself completely Malaysian and 
named his two sons accordingly: Janil 
Arusha and Zudin Amilka — their first 
names. Malay derivatives and their middle 
names after two African friends. His scarce 
free time is spent reading, playing golf and 
painting in oils, the last a sadly neglected 
hobby, he said. 
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Firebrand in court 


Taiwan opposition politician Ju Gau-jeng 
-was uncharacteristically compliant recently 
when he appeared in court and agreed to 
stand trial on charges of leading a violent 
demonstration a year ago. He had ignored 
six earlier subpoenas. As the Democratic 
Progressive Party's walking detonator, Ju, 
34, is famous for regularly disrupting what 
he describes as one-sided, Kuomintang 
(KMT)-controlled debates in parliament by 
smashing microphones and chairs. 

When he did appear in court, Ju said he 
wanted to avoid setting a precedent of being 
sent for trial by his peers in the KMT-domi- 
nated Legislative Yuan. His detractors ac- 
cuse him of demagogic posturing, but the 
short, bespectacled lawmaker has a large fol- 
lowing among local Taiwanese. 

A native of Yunlin County, south of 
Taichung in central Taiwan, he is one of 


Airearean ennie H —————————————ÓÓ n nanni 


egal assistance to the fledgeling Parti Bersatu - 


men ma n d M A e aani E e n aana a a 


Taiwan's more learned legislators, having at- 
tained a PhDinlegal philosophy in 1985 from 
Bonn University in West Germany. Ju’s 
quieter pursuits include listening to Western 
composers such as Wagner and Brahms, and 
reading Kant, his favourite philosopher. 


Lovalty has its reward 
The stunning 1977 election victory of Sri 
Lanka's ruling United National Party gave 
Dingiri Banda Wijetunge, 67, now prime 
minister, his first cabinet post as minister of 
information and broadcasting. The white- 
haired, soft-spoken Wijetunge, whom Presi- 
dent Premadasa had chosen to succeed the 
outspoken, high-profile Ronnie de Mel as fi- 
nance minister, did not regard himself as a 
contender for the premiership. Nor could he 
think of any special reason for Premadasa to 
pick him except, perhaps, “my 100% loyalty 
to the president and the party." 

On 16 March, Wijetunge took less than 45 
minutes to deliver the first budget of the Pre- 
madasa administration. This was a relief to 





most, including the president. But Trotskyist 
Bernard Soysa, a hardened veteran of 
budget debates, grumbled: “Brevity is an oft 
admired quality, be it in relation to a speech 
of a politician or a womans skirt. It is, how- 
ever, not necessarily a virtue in a budget 
S Nd 

Wijetunge, a devout Buddhist, rises at 
4:30 a.m. and always finds time for people 
who want to talk to him. He began a public 
Service career as a cooperative inspector as 
Ceylon's independence was approaching 
and was responsible for setting up the union 
of cooperative inspectors of which he was 
the first president. 


Banker opens new account 


Malaysia's central bank, Bank Negara (BN), 
lost one of its sharpest minds with the depar- 
ture of Andrew Sheng on a three-year sec- 
ondment to the World Bank. Sheng, 42, is 
widely credited by bankers with having 
done more than anyone else in BN to prevent 
a wholesale collapse of the Malaysian finan- 
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cial system in 1986-87, when 24 deposit-tak T 
ing cooperatives and two of the SORRY 1 
largest banks went bust. i 
As one of four advisers to the governor, . 3 
Sheng was in charge of bank regulation and | 
latterly the insurance industry, also tottering | 
on the brink of disaster before BN took control | 
a year ago. An economics graduate from the j 
| 

| 





University of Bristol in Britain, Sheng joined | 
BN in 1976 as a senior economist. 

As senior financial specialist at the World 
Bank, Sheng will be travelling around the. 
world, rehabilitating failed or faltering finan- 
cial institutions. This may offer some oppor- ! 
tunity for him to indulge his passion for cal 
lecting fine Chinese furniture. : 

Some BN insiders do not expect Sheng to 4 
return: he had the ability to get to the very top : | 
of the central bank but being of Chinese an- 
cestry — from the logging town of Sandakart | 
in Sabah — the job of governor was forever | 
closed to him. Moreover, the deputy’s job, | 
currently held by Dr Lin See Yan, is not e 
pected to fall vacant for some time. Sheng: 
will be missed: not least by Kuala Lumpur's 
journalists, who benefited from his humour, _ 
clarity and command of his subject. 


Campaigner of the doth 1 
The plight of several thousand villagers in 
central Java who are being evicted to make | 
way for a reservoir has attracted the spotlight 
to campaigning cleric Fr Mangunwijaya, 60. 
This architect-turned-Catholic priest has. 
been trying to help 3,500 children who will be - 
made homeless as a result of the World 
Bank-assisted dam project at Kedung Ombo 
Novelist, newspaper columnist, 
worker and former soldier, Romo ("Fathdk 
Mangun first came to public attention for his” 
work among the poor people of Kali Code, a © 
slum community in the centre of Jogyakarta. " 
He has won national and regional literary _ 
awards for his book, 
Burung Burung Man- 
yar, which traces the 
life of an Indonesian 
soldier who fought 
with, rather than | 
against, the Dutch in " 
the struggle for inde- | 
pendence. Mangun 
himself fought with 
the republican forces 
as a teenager and he 
tells the story of how he was once a driv 
President Suharto, then a major. FE 
Mangun’s charitable works have 
brought him into conflict with the local: 
ernment, which will not allow him to set uj 
social foundation for the children fro 
Kedung Ombo. The flooding of the reservi 
has been met with defiance ya an es sti ni 
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ü You are in front of “La 


Sagrada Familia” in Barcelona 
"and reality runs away like 
Ei water through your fingers. 
l Its not a dream. It's Gaudí. 
T t's Spain. 
UNE 


ale 
N, 


Get to know a country 
where cathedrals are 
still being built, even in 
the twentieth century. 


If you like buildings of 
historical interest, you'll love 
this country. Cathedrals, castles, 
abbeys, mosques, fortresses, 
city walls and palaces of various 
styles conspire to entice you at 
every step. To take you on a 
voyage of adventure down 
through the centuries. To leave 
every magical moment firmly 
engraved in your memory. 

You'll feel history breathing 
through the pores of every 
stone. You'll see history, in all 
its splendour, rising above you 
in every tower, in every column. 

You wont believe your eyes. 
Dreams of the Moors. Gothic. 
Baroque. Romanesque. Dreams 
of Gaudi... Come and open the 
gates to Spain. 

A land where stones come 
to life. 


Spain. Everything 
under the sun. 


C5», 





Swissair customer portrait 12: Al Sainz, hotel manager in Miami, by Hanspeter scnneider. 
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